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HOW TO USE THE STUDENT GUIDEBOOK 



Welcome to t^e; Small Business Course for Older "Americans. / The Student 



Guidebook is die signed to J help?: you \ get the "most benefit from thie coufs£;; 
Let f s take a mbment / to discuss - the course <and ' the responsibilities of the / f 
instructor arid you, /the student. . ■ • >/'. 



is geared to enable, older peddle (55 years and plder) yto^^ ^J 
ist /in starting and operating a small business. ]yi/^vaa^^^^0-) 

\e Jr%A r\f-V\£*Tr vo i nrtc hWo^ <1nfl f-i»ii/»f- rti* ' g »- Viol nlflQfl rH fl/»na-* 3 f 



r' '• / '•.V; 



This. I course 
beyond an intere 

student workbook aind other readings, the^^ 
sion, . interchariges with gjuest experts, "and 1 '' some; homework^ 

the requirements of starting and operating a small . business 4 -$}:/:y^ 

encouraged to, think systematically about the types of bus i rieg s es j. you L/ mlgft t r j'.jf, y v£> 
start • Finally,/ you also will be helped to understand the kinds 
you can handle yourself and the' kinds of help you will need from otheirs Yi? 
both before and while operating a small business.' <:'' >* ] J 

The course actually does riot involve: running a" sma 1 1 , bus irie s s ,^ but 'it : , * 
will help you decide what tests you can apply in judging your .interest; in ; 
proceedings what t actions you must take bef ore starting arid /after you • decide - - 
to go ahead, What scale of resources you will need initially and later, and 
the places to obtain resources and assistance. .* : \ .'.<-' ' 

., It is possibleKthat after taking the course you may decide ndt to start 
your 'own business. ;:If sq, the tuition and time involved in'coming to class ^ 
.and doing the readings can be considered a, good investment •/ It is better . 
to; have -learned v this way ttian to have wasted much more time and money in a;'" 
failed business venture.? The course will give you the kind of advance : 
. workout tha^J: can appreciably increse your chances of success If you decide ' ; : 
.to "proceeds The quest ions. yoU will ask yourself and others, the answers 'r 
you will" receive, and the; discipline of f orjcirig ypurself to ask critical 
questions arid" judge the answers wiU altarid you iyi good stead whether or not • | 
.' /you moVe -.'forward., with -your \owri ; business . • ■'• . '■•:■':':■.■:]■ 

■' 1 . ' - . ' ' ' ■, ■ ■ . : J »' .- ■ ,. .' :■• ' ' •"""». •' .''.:,* '• '■ • . ";' - ■ ■' 

,vY The' course is comprised , of basic units plus supplemental your 
instructor may use based on the needs of the class group. " The units cove 
topics ranging from initial business planning to rais ing money and buying a 
business/ The Table of Contents provides a list of all the course /units. . 

- ■» - f • •. . ♦ • . • . i : ■ - ' ■ t *. ,; ■■■> ■■ 9 -'-.Tt ' 

; . » ■'. ■■ .. ■ . .. « A « • • . . '-. ; y'- 7- 

Your instructor will 'use a variety of teaching methods^ including lecr 
ture,' discussion, audiovisual j aids,' arid guest speakers to present the pracr 
' tit i oxier's viewpoint • a Your instructor will jpresent important information 
on small business, give ^ and review assignments, answer questions, arid refer 
you jto ^ other resources needed; and also will guide you the develop- 
ment of ' a business plan and. loan package which are the major products of 
the course. '. : ^,' ;V - : -:'[J. r . r -; .... /- : " 

The Student Guidebook is designed to reinforce and supplement your 
classroom learning. It can serve as. a valuable r^f er^nce^ .when you have ; 
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c qmp le t ed the cours e . ; The Gutdefebok als 6 Includes sudd lementa 1 i^tnr^r^hn > 
^she^ts- einjpihas^ 

v PPWP^etef { to ;ji^in^b]r ce; ; clas^ erial^ #;$o«i* 6f the , asslgnments-may^efdbn^ 
during : class i^qthers at hbme^ -Ypur iins true tor/ may haye addition^ 
materials t^t will 0 . ;V / ./ / ^< 

v\ness ': /; -Ybu; ? an4>>o5r^ 
^le^ners y aire; the £ tars of the courseV ; As dn ' all other ■ ;as£ects ; of v 
v^liif.e, you ;will^ ijrtb' It^i 

* an ■ actlye participant o Ybtr Will not - only learn more 

y V > ut ^ 3^PU wi 11 fee helping everyone in the class* tb^£rn v more* 
^Ifclng; to ; respiirc4 peoplei; in your ' coimuntty such a? ;other business 
f p^ojple f:^mtet.-\ of Conmierqe represent a tives, arid staffs ^of ^agencies who can 
•prqyi^ your classmat^v also might 

/: to S? the ^ ^ Projects, sharing your skills and expertise; Your ideas 
f or^ services .just might meet local needa and enrich your 

'CoUunit^s vr es purees. >v V ■{ /"•>•' : . .„';.- 

••• .'••'^ . .•;/•■. , . . • • •• •■■ , ,; . . .i v, . * • • ■:. * • 

' V : small business is V thf jjart of the "American Dream" for many V 
of>us.; : We hop^ tlhis course. will help you start 'your own venture "if/vfllM{e- 
cide that; doing so would - be; right f of ;yoiii; W^ihviteo your coramef$s ^aifid 
suggestions: on- the, Student VSuidebctok^ 

Older ; Amer leans. ' : Gdod /Luck ! Erijoy : ;y^ . VV; 



for 

i 



i , V: 



•i 
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. : Small businesses constitute a jjynamic and critical sector of - the P«S. V 
^•'■'.edQllOllky J • ; -- Of America f s 11 million businesses , 10*. 8 million 1 of . them are con- 
; • sidered to be small businesses. Small' firms employ some 60 million people 
and • nearly 7 million people are* self-employed. The *-total value * of the 
goocls and services they produce is estimated to 6 exceed $500 billion. The 
ingenuity -of people in sm#ll business* has left its mark on our society. 
' Small businesses produce most of the new jobs' created, and they tend to be 
more innovative than big businesses*. ' Among other things, small businesses 
.". have produced the stainless steel razor / blade,, N the ttansistoi^ radia, the 
automatic transmission, cellophane, and inexpensive ballpoint pens. l ,- • 

Small businesses empl6y only *an individual or two, or they may eiiploy 
over a thousand people. Some iqanufacturei assemble, or market a specific 
product like, a fanbelt, a new pencil sharpener, vpr a line of .products. 
Others provide services like tax assistance, house painting, # or gr^ss icare. - 
Some are started or operated with a view to making money; "others get 
started because someone^ "has. an idea and wants to prove it as a good, and / 
marketable oneV Still dthe^r small businesses are conducted because they ■/ 
help provide a focus in life for an individual, a couple, or a group,, where J 
money, while important 'or useful, is "really a Secondary interest. j 

Although the established succesises are impressive, the failure rate foi; 
small* businesses is . high — estimates ranggi from 50 to 90 percent of; all . 
.new businesses. What "are the known causes c for failure in small businefes?^ 
Lack, of planning, inexperience, :PPor management, and undercapitalizatio 
accdunt for most of the failures. j 

v To nfeke your venture a successful ; one, ■you will have to do some, hard 
thinking about all 'of. your Resources. First and foremost, you should Icriow 
your most important resource ds you. As an older person, you have consid- 
erable experience and many skills that can be used in the business arena . 
You have worJ£ed with people in a, variety pf roles. - You will heed- these in- 
terpersonal skills as well as knowledge of /Vpur business to succeed.* : . 

: In our society,; the. image, you project is important* You will have to v 
sell, yourself and your ideas , to potential, financiers, customers, and em-/ 
ployees. Unfortunately^ some peopled think that only young people go intp 
business. This is a false image. Ifv\you -f ind this negative attitude, you 
, can combat it witlf the confidence bf 9 a well-prepared business person.* y By 
; preparing carefully, by learning ; r ^he language of business and using- it J 
properly, and by dres.sing appropriately for business appointments, you/will 
communicate a positiveV image that, will gain' respect- for you and aft objecr 
tive response to your business 'piain. . \ / , 

s Remember, while many people are used to finding and dealing with older 
^people' in business*, they are niucli less likely to encounter t;hem in /the pro- ; * 
cess of trying to start one r ' / Indeed, they may react with surprise/ and ;with 
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concern.. If they are bankers or suppliers of goods and credit, they may ' ' i 
harbor or, actually voice doubts or ; ask questions about the long 4rm pros- " • 
-pects of your planned business.. Apart from the fragile nature, of .many 

.small businesses, a business being started by an older person may seem like > 
a poor risk. Our society is one. that has systematically written off peo- • ; 

* P le P* 8t a 8 e » '55 . We discount their- productivity; and : relevance; employers/ * . ; . 
have sought to - retire them as quickly as possible and to deny them ' further 
training and promotion. .Until recent years, they were rarely hired and •„• ' 
were considered unteachable or uninterested in learning* new things. A 

Against'- this background , persons you approach for loans; credit, or in- <>' * ; -f 
.yentory, people, you go to for advice on business operations j may app^tir to '$& ; \ 
; be looking past you : to discover someone younger in the ownership and : man- * 
agement of ; the organization Who" represents a longer term prospect-, Whether -V>f^ 
in terms of investment or continuity. ' This reaction may be of f ensive Jtb - ' ; ^ : 
you, but hostility will not.-. make the situation betted. Try to help- the'-> - i- 
would-be supplier or advisor to see that " ydu ' have answers' to his ' or ; her- V • 
questions. For instance, if age as a factor in prospective,. longevity : :is?:a / ' :^ 
problem, emphasize^ that beyond your being in good hgaljbh, 'avefiage-llf e' e v k-;/' 
pectancy has lengthened ^considerably in the last 20 "years . ..A^55-yearroid* ty r - \ 
male can still look forward to at least 20 years of life; a female .at .-age "•■^'Mf 
55 can expect to live even longer. The point is that you can speak confi- ; ' < 
dent ly about being in business for-' anywhere from 5 to 15^vears. .Under 
today's tax-' laws, that, is enough/ time to depreciate substantially many /V^ • 
classes of equipment, and it is erfough time to recover other forms of in- ! % '■ :; '■ 
vestment and make a plan for ownership succession. '( ' > ■ C f A :'-T f Xs$C*M"'' 



, You can, add that while many sinal ^ Q istil/ the age. ^ 

the Entrepreneurs involved is rarely a factor in the failures." You ma£ not ' ' 
be -able to change the mind gf a banker or ! supplier , . A lot of years ' and ' 
even public policy support have gone into building the stereotypes kbout\> 
older people , that commmonly influence the judgments \q£ such people- and in- 
deed, older people themselves. . However, approach people in^a non-belLLge^J j 
ent way about why you have chosen not to be restricted to fcutmoded stereo- ''J- 
types. * Ask them to help you oti that basis. * ^ . H . 
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UNIT 1: SMALL BUSINESS TODAX — SHOULD. I GO INTO BUSINESS? 



■'I FUgPOSE: The purpose of this unit is to" acquaint 

\ ^ you with the nature of small business 

\ •• ' * - and the characteristics of a successful 

.'■\ # ; entrepreneur.. 



7. 



OBJECTIVE: At the end of this unit , you Vill under- 
/ atarid the traits Required' of a Small 
/ business owner and - t;he role of business 
\ " .in today's economy. • V - 
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UNIT 1. SMALL BUSINESS TODAY — SHOULD I GO IHTO BUSINESS? 



The first question to ask yourself is ^whether you should start your own 
business. This unit focuses on the kinds of personal qualities associate^ 
with success in small business and discusses the many business options 
available. .'">*■. ." :'„.• • 



Personal Qualities of Successful Small Business People « '■■'"> 

Small business owners are a dedicated group of i people who work hard and 
whose hours on the job. ysually esfteed the nine to *five routine. The own- 
er's commitment is the key to many successful small businesses. ■• An entre- 
preneur is able to communicate ideas, lead, plan, be patient, .and' work well 
with people. ' . ■ '•" [-jl * " 

. The following quick quiz might help you to decide whether starting a 
small business is right for you. . . * "'•''.'> , • / ' 



Are you comfortable taking a reasonable risk? 

Entrepreneurs take reasonable risks - not gambles. In a gamble, only 
luck ^prevails; entrepreneurs ; try, to shape events to the extent that 
they can. They avoid - the - sure thing: /and . the gamble because neither 
provides them with the opportunity to maximize their skills and obtain 
personal satisfaction. The odds against you are stiff. - The U.S. Small 
Business Administration (SB A) estimates that three out of fpur small* 
businesses fail within their first five years ; nine out of ten fail- in 
ten years. l : ' I:. ..• -A 

Do you feel self-confident? . 9 

Entrepreneurs are both seif-conf ideat and eager to find an arena in 
which to display this confidence i / * ^ ^ 

Do you want to; work hard and put in long hourg? > 

The smallj business owner not only works long, hard ' hours, but also 
thinks about business matte rs when not at work. Dun & Bradstreet esti- 
mates that~ a majority of business if allures result not from poor prod- 
ucts, markets, or service, but instead from inadequate management . 

Do you set go£?ls for yourself? / %. • • " ~ " \ 

Entrepreneurs are goal setters who are^ happiest when their goals are 
before theih, not behind them. t They are continually striving toward am- 
bitious but ^realistic goals. 



Business. Options - . • "* 'it.- 

What business^ options are you considering? Let 's examine possible 
.choices you might make as you enter the small business World. 



Home Business 



& 



Establishing a business in your hope, as many people are now doing, 
offers the advantage of flexible hours and lower starting costs. You 
are. free to work either full- or part-time depending, on your level of 
^Commitment. Consultants, artists, editors, typists, and accountants 
often-work from their homes. Others with skills in appliance repair, 
carpentry, furniture refinishirig, cooking, and sewing "also' have home 
> businesses. Classes of all kinds may be held in the home: exercise, - 
dance, music . and language ins truction are just a few examples . Busi- 
nesses that begin. in someone's basement may become major enterprises. 

. Service Business Outside the Home ' . / 

Some older people have skills that they can take out to 'other people's 
homes, places of community gatherings, or to someone f s business loca- 
tion. An accountant, stockbroker, tax advisor, home health care provi- 
der, cook, caterer/ designer, carpenter, electrician, translator, etc. , 
can take his or her skills to where the service provided is most useful" 
to customers. Others create things like works of art", leattiercraf t, 
pottery, or flower designs, and these can be displayed at community 
f airs, ' shopping 'centers, guild stores, and other public gathering or 
shopping places . V ' 



Traditional Independent 



The; traditionay independent small business person is an entrepreneur in 
a manufacturing, retail, or service business .who plans arid designs the 
business; is adequately financed; and knows how to select a site, mar- 
ket the product or service, and. manage finances, people, and time. If 
this option seems best for you, m then this Guidebook will be helpful. 
It covers the major- area* that the small business operator must con- 
sider to give the new business the best possible opportunity.;; to thrive. 

Getting Into Small Business 

You (jan-get going in a small business in several ways: 

1« Start a new business v f • * ! 

2. Buy an' existing btislness / ' 

3. Buy a franchise. / ' ' .■ ■ * 



Also, you can join in a partnership with one or more other people in doing 
any of the above. Starting a new business and partnership approaches will* 
be discussed in more detail later in the a course. ; 

% Buying ap Existing Business - 

In buying ah existing' business, you are taking- anothet person's *busi- 
ness and changing it to make it your own. On, the plus side, buying: 

• . ••. * r \ " ..»'• • • : * \* : *;v • : 

. : o Will save you \ the enormoujs time and effort required to 
• start a brand new business* . * 

o Will save basic start-up co>stsv 

o Represents, more of a known quantity in regard to tfoe^ - 
firings resources and capabilities.^ 

- . : ■ " ' ■ ■ r': 1 :.- ■ ■ . ■ ' ,. , ' 

o Could increase your chances of success £n business . if - 
the business is a good, solid one. * '9- 

On. the negative side of the ledger, buying:, ' ■■-<; -\:. T * .■ 

.'■''-•> " . " ■' ■ . • ■ • ' fc , ; . ■ ' ' • 

o Inyo Ives fewer options for the buyer, particularly in. . 

selecting location, buildings, equipment, and so on. ^ r ; 

/ o May require Considerable money and effort to change an' " L ^ 
old image* modernize the facility \ and attract" a v new .4 
clientele, if necessary. 

■ o Bequeathes '-you the hidden liabilities of the old firm " . 

such as negative attitudes- among empioyQ^fi& and . cus- V 
tomers or well-entrenched practices.. that a^^difficult , 
to eliminate. ' ■ . ./. - * ■ ",■ , ■ 



j 



Franchising - v., . ' '., •■ ••• V. ' . " 

y . : . . " ' ! '. ■ ■." . . ' ' ■'■ . ' 

Buying a franchise may be ypur preference as a potential business 
owner. The franchise is a contractual relationship between a buyer tand 
a seller. You purchase the right to represent that^ firm in a given 
area and to use the firm's name to seH its product or service. 

You are trained by the franchisor . and* assisted in starring your busi- 
ness. You might possibly benef it from the franchisor's analyses of 
marketing trends and ready-made ads and would probably qualify for pur-? 
chasing discounts as well, but your costs could be high. v 



•With many franchisors you might be buying a franchise -- like a mort- 
gage —for a given amount, making a downpayment", and paying the fran- 
chisor principle and interest on the amount owed. Some franchisors, 
• however, provide no financing. You also would be required to have 
; .working capital to begin the business and to pay the franchisor a- roy- 
alty, an amount which represents a- specif ic percentage of your sales. ; 

- " ' ' ••• ." I ' : -.-/' : '- ' ''. "■ ":\\ :■"-*- ■' •". ' ••' •: ■', '■■ . '-" ! -".".'.' " ; : ', : - -" ' ' •• • . 

• • • • » — ' •■ ■ '• . '•. ■ • .. : . • ■• ■ ' .• ', ; ' ■ -' '1'. ' •'• v.. ; '. ' • • • • , 1 •; 

• Obtaining: a franchise with some large national chains; Uke fast^f ood 
restaurants,; can be higher competitive. ' However,, many reputable fran- 
chisors ;havfe .emerged and f ranchising, has become: -an* increasingly-popular 
'■■•] ■ J* a ? fc .° dp business . Although the quality .of franchise operations has 
.been steadily improving .—due in part to government regulation ~ the 
potential franchisee should be cautious abouf^ entering any contractual 
agreement without investigating the franchisor ' s "reputation, talking to 
.; other franchisees , and haying a qualified lawyer thoroughly review the 
contractual agreement. - ; - 

Form of eBusiness ■•''.*':.':' 

Whichever you decide to do — st^rt your own business, buy an existing 
firm, or become a franchisee — you may choose from among three distinct 
forms of ownership: '••;,•* 



' 1. 'Sole' Proprietorship • V- ''>•':'£>.•?•' v'*- " - : • 

- 2. Partnership . 5. v :Sw'' v - '•••••?.• ; -« « '''/'•. 

' •'" .-'' '•.":'';'• ' ' " ■ "•••». '••..•'/ ••. '; '.■■'; ; /'•'.'.• '■ • ;'.=■,'; •>,;';; >; : \:v ..' >. 

3. Corporation. Q\: '■^^^'^ViS:- 

It may surprise you to find, that the size of the business is not the 
deciding factor in your choice . of which business form to select. ° Tax*, 
levels, ease of transferring ownership, and the amount of liaiblity"" in- 
volved differ among, the three forms and are key factors' in .your decision . •' 

* The forms that lend themselves to continuity and shared responsibility ' • 
might have advantages for the older entrepreneur . It is possible to have 
more free time in a partnership or a corporation than In a sole proprietor- 
ship. Also, lenders always are concerned about how their money will be re- 
paid in the event of accident, injury, or death of the owner. Having part- 
ners . or a . corporate ? business form could make your firm more appealing to 
lenders. ■■ • ' 



Footnotes 



1 • , Adapted - from Nicholas C . Sir opol is , Small Business Management: A 
Guide to Entrepreneurship . Boston: Houghton Mifflin, 1977, pp. 28-33. 
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SUPPLEMENTAL INFORMATION 
Characteristics of a Small Business 



, thatAitimnedia 

the ^'imbm and pop " ^Qbery s t ore so conrinoh vail bvet the United S tates . How^ 
;eyer^ : a; retail a year a 

small business ! ' .'' v .v- : -':'y }■■]; : r ;'-:■.), ' V;.".. ; v V !\' -y^y?*:-? ■ '^'X'^y\'^^ 

One test for determiniTfg ^ -small business is suppled by the U.S*. Small- 
Business Administration. The SBA defines a small business as one that< is 
independent ly owned >arid operated , not dominant in its field , ; :atld ;mee ts ; em- 
ployment or sales standards developed by the SBA. For most industries, the 
standard ranges are: •' y.>.:..// : :i '-V;l \ :'•'-;.';) 

Manufacturing — The number of employees may range ! 
up to 1,500, depending on the industry in which thie * : 
business is primarily engaged. ° • £■ 

- • V"- ..\ . ''. ... ,"• . . 7. . ' V ' --• \ " • • ; V\ ; : • t y 

• •. • • ■ '■ v </ t :• - v * -'. , . . ' - . . • . '... * •; .... .. ■ V ■ " .• 

* 7 Wholesaling - Yearly sales not: exceeding $9.5 mil- ■ 
0 lion to $22 million, depending on the industry . 
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:^ Services - Annual receipts less than £2 million to 
« $8 million, -depending on the industry. 

Retailing - Annual sales not exceeding $2 million / 
^ * - to $7 .$ million, depending on the industry. y .• 

, Construction - General construction; average annual 

receipts not exceeding $9.5 million for prior three 
fiscal years . Special trade: not exceeding ^ mil- ; 
lion or $2 million, depending on the industry../ r ' 

Unlike larger businesses where there are maria'ge rs for various func- 
tions, in many small businesses the owner-manager ^/'wears a number of hats. " 
He or she may be the o chief executive, head bookkeeper, personnel director, 
sales manager, public* relations • specialist , etc/ The small business owner 
generally contracts with outside agencie^ and^ professionals for services 
like accounting, legal^ advertising, etc. , as /neefded. ; • 

; oln addition, the owner-manager generally supplies much of the start-up 
capital i ? especially in proprietorships anil /partnerships* ; o A small business 
cannot meet^all the needs tof all' people, soMt must develop its own pla6e, 
or niche, in the total market. • ^ 



SUPPLEMENTAL INFORMATION 
Traits of Successful Entrepreneurs 



\ ^ariy managements specialists; ; a have at t emp t e d- to 

^ ef f 116 the ****** of s the successful entrepre^ While the re is disagree- 
Bent over thfe specif ics, most agree that the following characteristics ar 
important; / e 3 I ^ 

•r ^ o Ability to get along with people ' . v : ; V A 

b Good health and energy r . ' 

o Creativity and independence •.. A .... 

• • o Ability to organize . ; " ; .-* • ~ ■ .'" , 

. .v o Willingness to -dig f or facts and get qiies t ions answered 
o Ability to* make decisions ~ good judgment 
o Some business background. ^ : ■ ': ~ 

o Drive and conf i d^ence : -V>^. : • X-V -'v;. : '\ 

'' . 6 Willingness to make^ sacrifices' • ■ 

o Ability to handle pressure 

o Ability t-o manage time effectively. . 

Other researchers have i dentif led su ch t rai ts as : ■):':■: 'v''- 

o i&eed for achievement _ "T/ 

o Feeling of being in control of your own destiny ; f 

o A preference for functions and tasks related to A 
\ entrepreneurship . V, . - • ■;• } • 

- 6 flexibility \ : ;.;\ . ^ ■ 

o Technical competence 
.;' o Persistence . , • V . ■V-.V-- 

; \ o Resistance to standard operating procedure — leadership. 

Another important qualify of successful small business entrepreneurs is 
that they \ are interested and actively involved in their communities. Many 
•small business owne rs become so caught up in the operations of . their busi- 
nesses that they neglect outside interests. In some cases, it is possible 
for a small business to attract its own market. However, most small busi- 
nesses depend upon customer volume generated by communi ty factors like safe 
street locations , good transportation, community spirit and attractiveness, 
employment conditions, and good will. You can join with others to work for 
conditions favorable - to your business . In addition, some people in the 
community may be skeptical about an older person starting a business and 
your involvement in community affairs and civic projects can be a way of 
demonstrating your spirit and determination. It also may help you es tab- 
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■T^sK^f*^ you need 

a lbari or assistance • ' While; the : business m 

should not^ :V';"i-*;.!.^ ' V-/" 

4 It is important : to continue leiarnin'g about small : business as you de- 
velpp ;ypurs Local ' Chamber of Commerce programs , trade organisations , arid 
local education institutions provide ways to do this* 



. t 0 
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r: 





Starting Your Own Business A Quick Self-Assessment Checklist 



/You want to own and manage, your own. bu.si.ness* It is-a good; idea — x 
provided you know what it takes and hatfe what it takes. Starting; a busi- 



ness is risky atV best, but your chances of making it increase if you under- 
stand the problems you will meet and 'work to solve as many of them es you 
can before you start* ' 'o. v.;' . '• . ' '•"•'T-V *.•/•. 

Here are \some questions to help you think through what you need to know 
and do. Under each question, check the answer that says what you feel, or 
comes closest to it.- Be honest with yourself. - *'V'-" : -;".v 

Are you/a self-starter? ■^ : -'< : '-';.'^ i ' ; ' ; '.V y .*;-/r r .c ;i 

; ,» I do things on my own, Nobody has to tell me Jo get going.. 
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If someone gets' me started, I keep going^all right. - 
.Easy does it. J do not put myself out until I have to., 



How do you feel about other people? * -V 

I like people. I can get along" with just about everybody. 
' 1 " 1 have plenty of friends . I do not need anyone else. 



Jlo s t people lr r i tate me « 



Can you 'lead others?' ; ; 

1 can get most people to go along when I start something. 



_t can give orders, if s omeone tells me what we should do. 
I let spmeone else get things moving, then I go along - if I feel 



like it. 

• Can you take responsibility? ~ '^'■■■'-^'k'^ 

• 1 like to take charge of' things arid see them through. : ^ 



I 1 wi3 4 .take over if I have to, but I ^oiild rather Jrfet someone else 
be responsible. y [ :; :. 

JThefe is always some eager beaver around wanting to show how smart 

he she is. I say let him or her; v •■" : \.; i'j :'-: ; '.'; 7 :'; /':-;' 



^ - I likeX to vhave : ^ plan ' before Iv start V .'■ I am'usiiaiily the oh^; to ge t ; 

, things lined up when the group wants to d6 something, V ;.:v a ; 

} ; I do ali right unless th ipgs ge t ^O; confused ; then I> quit 

.;You get , all f set and then something cdmgs aloog and presents tjbo 
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j many problems. I just take things as they come. > r 1 ^ ♦ 

'Hour good a worker are you? ' ;/;:.;;. y, • ;V%"' .r^i W " W<''-> : > ;?Jc3H* i: 

I; ; can keep going fis long ate 1; ^eect^tq. / I dp: hot min^ hard : 

•. y/^- :f pr'.:something ^i' want .^;- ^:/' ; '-. : ; : -:V £ .f j?/?'"^^ 

' • ^ I have had enough i that ; i 

I cannot see that hard work gets you anywhere . - 5 



Can you make decisions conrf ortably ? 

' ) V I can v make up iny imind in a hurry if J have to . It usually turns 

■ 'y. out O.K. , too.: -\ ■ • %: '• '" i" } ; ' . - <: V- . ■' r ' : "K\ . '.'V:. '' 

I I can make up my mind if 1/ have plenty of Xime. If I have to make 

'decisions quickly, I think la t er that • it "should have been ; decided 
another way. , t ~ ' ^ 

£ I do not like to be the one who has to decide thirigis. • y. : 



Can people trust what you say? ; 

Y ou bet they can . I do riot say things I do not mean.; 
> I try to be 1 on the level mos t of the time , - but sometimes I ^ jlus t say 



what iis easiest. /-'iV • ■ 'y'l:A './ ' \ r- : - : ;\ ; ^\ '■^•'; ; ;Vv 

Why bo the r if the p t he r fellow do6s not know the difference? 



Can you stick with it? ; ; • ; 'y^.y? K'^V.-': 

■ If ^ I mal^ up my mind, to do something, I do not let anything stop 



I usually finish what I start —if it goes well . 



% If things do not go right from the s tart, I quit . \ Why beat your 
brains •.but?^K : -V';^-^^ 0 V:'^^V'-VyvvO 
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How good Is your health? 

I never run 'down :• 



v;. 



jt; iuhv out of r energy £ooner , '^Lt 



seeiiisy thaih^ m 



. ' Now 

third anawer^o efi^-ques 



,ff, m ? 8 fc-°f your checks are beside 



„, . , v t , ' - ,- — - — the first answer, yoii probably have • 

what. , It takes to run a business. , If not, you are likely to" have more- w 
trouble than you can handle by ydurs^ 
.^tronj on^ If many checks are beside the V 

third answer,, not even a good business .partner will be able to" shore you 



V.N 



Source: 



Occupational Quarterly; Winter 1979, SBA Management Aids 7/171 . 
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^ Starting a Small' Business ~ A Checklist: 

:'-...(•; ■ : -^jw/^u^: ^ :>v;- ■ v,;', . ••. *> 

Do not be discouraged if at the outset you cannot- 'an^Wer many of the 
question^ Bfelow affirmatively* This course is designed to encourage you to 
think ^rit:^ 
hay^a^ string, 

small business : venture and • the! investment of titfie and • moneyi'it requires / As 
you read! eath question K 

Before youN start, have you conaidered the following? 

Have you decided on the typ^ ^nd mature of the ; business you want to 



start? 



JThink about wliy Jou wan 1 1 do: bra your \ own busirie s s • Do you' want to* 
do it bad kieep you working for long hours without know- 
ing how much iifo^ 

JHaye you worked in a bus iness like the one you want to s tar t ? 



• liave you worked for someone else as. a ^foreman or ^manager? 
JIaye you had any business training in school? * ; 



_Haye you sayie d :ahy ' motley ? 



Hov about money? : > ..-'^v^ . •. ■•, 

Do you know how much money you will ' ; need to get your business 
started? Xy/' : ^C-2^ ■ v'.'V V- '--I- '.:•;•>:- : ;• ■ 

_Have you counted up how much money of your own y ou can put into the 



business? 



J>o you know how much cried! t you can ge t f rom your supp li ers e . g. , . 
- the people from Whom you buy? 4 , . 

_Po you" know where you can borrow the rest of the money you will 
need to start y qur own business ? ; ; B ; ^ /. 



J)o you know which of your assets you could pledge 9 "if necessary, to 
.help secure a loan? .'rt.V:; v :: : ";vT : /.lV':.' ; .> ' 

_Can you live on less than what you, currently do so that you can use 
some of your money to help your business grow? v 

Jiave you talked with relations, a banker/ * or others Tabout yoiir 

■plans?.;.. '- a ^: : T V'- , ':V' ."- .' : ;..;V.-":--v 



JHave y5u decided to buy a going concern, invest in a ^ttanchise, or 



•:, y start your own business "from scratch?" * ' • 

¥hat type of business to do want to st^rt? How about a partner? 

I f you peed. a \ partner with money 6r # know-how that you do no ty have 
do you knpw; someone who will fit ; someone you can get j^long with? 

; D o you kriow the good and bad points about going it alone, paving a 



partner - 9 and incorporating a business ?i t 
Have to talked to a ^Lawyer about it ? 



Hw about your customers? . '■•':jr A .]. -y. 

P o most businesses in your community jseem to be doing welj.? 

H ave you triced to find out whether a v business;like the one you want 
to start is / doing well in your community and in the rest of the. 
. country?: .;/.*\ v ;V- ■ _. i '<.' . .y-' v -:. : . ••' V.i^. v 

■ . . _ . . • • '• . . •/ .■>•.■'.*'. '**!-"' '•'** 

;. . • ..' .i v V- •• • •■ .■ . • ; .. ; • •'. m '- ; •. i-V.-V- ■. ••. ..• .-. ..-..-V ' ■. :■ . . v 

v • D o you know what kind of people will want to buy what you plan to 
9 : sell or use the services you plan to provi die? 

* D o people like to live in the area where you want to oil en your 



business? 



J)o they need a business like yours? /*~V ^ 



not, have ypu thought about opening a^di^erent kind of business 
or going into another neighborhood? 

• . . fc ... " .' ■ ■ ' 

JHow will you let people know what goods or services you will pro- 



vide and /your prices or charges? 
Getting started • 

H ave you looked for a good building for *your business, or are you 
going to operate out of your home? v 

W ill you have * enough room when your business gets bigger? .. . (Con- 
sider the building you might choose and the vadequacy of your home. ) 

C an you fix the buiTding or your home the* way ypu want it without 
spending too much money? ; v.-.*' ■'■".'•■>..* 

C are people get to. it easily from parking spaces, bus stops, ' or 
their homes? v ^ '•. '. ■ 

« ! H ave you had a lawyer check the lease and zoning relative to i the 
■ conduct of the businsess ^Xou would like to operate? 



• ^ ■ ■■ ■ •'• ■•^'' :v ;*v;S "• ; 

Equipment and supplies. - ^ . 

.'• - • '• -•>. * « 0 * • - | life* •:> . e . « 

J D o you know what equipment and> supplies you will need and how much 
; they will ' cost?- " ' , 

■ ■/ ■■' . •■ ■ • •" •"' v' ••' \ •' 

■ ■;: .. . .. . ■: ••• ••/■V "v. '.- . 

C an you sayfe money by buy fnfe secondhand equipment? 



Have your studied tax treatments and ---depreciation 

the types - of: ;; equipment you will need? ; • ^ * • ; 

Do you lenow. how . much ' equipment and merchandise you ;• Will buy to 
' start your business?' • j V \ 

yjlave you\ foijncl suppliers who will sell - you what you need at a good 



. price? 

J)6 yo\i know how* to" reach the suppliers you will nee'd? 



... » 

Your records 



JIaye you compared the prices'- iftd credit i terms ' of dif ferent 
suppliers?- ' -V 4 ^ V- . 

JIave you planned a system of recoils ^hat will keep track of your 
income and expenses, what you owe other people, and -what other peo- 
ple owe 'you? . ■ ■{'■•;/ .'. v. .'■ . ••. '>"' K - *v * 

Jlave you worked out a way to^ keep track of your inventory so that 
you %lwaysj will have enough on Hand for your customers but not more 
£hari you can ^ell ? • .': /' ' t , ■ . \- V 

Jlave you figured out how t& keep .your pay-roll records and take care 
of tax reports and payments? '. •.• * ^ v •■• 

_Do you know what financial statements you should prepare? 



Do you know how to use these financial statements? 



D o you know an accountant . who will help you with ^our records. an<^ 
financial statements? ' ^ 

Your place of business arid the^lav. ^ 

Do you kno^what licenses and permits you will . need? • •", 

:. } '\) : .-\ \:/ : .y \ \ ./.i > ; :;;V'^- ;\^V'\V ; 4-' "".;"? V " : " /• ■ ,' : :• ' ; / • \ 

^ ' D o you ktiow what bus ine s s laws you have to obey ? 



J)p you know a lawyer you can go to for advice and for help with le- 
gal papers?'..'-'' •. '.-•^'•'V--. "'-'."^ '•''>'• 



.1. 



■ I. 

/ 



rotecting your store. , 



« r j ave y° u made pUns for protecting your place of business against 

, / P® f ts all kinds': shoplifting, robbery, burglary, employee 

: I v /stealing,, or vandalism? < . .\' • . \ , % - ; . 

jHave ;you talked with an insurance agent about the kinds of in- 

..... . insurance you need? • • ■ ' 'I -- : . ,••-*"• V ■ • • 

ijf Biq^iing a business soneonl else "has started. 

Have you made a list of what yp^ like and do not like about ^buying 



a business someone else has started? 



Are you sure you know the/ real -reason why the owner wants to - sell 
the business? \ 



Have you compared the cost of buying the business with the cos t 'of 



starting a new business? •• \ 

JIs the stock up to date and in good condition? 

JLb the building in good condition? 

vWill the owner of the building transfer the lease to you? 

_H,ave you talked with other business people in the area to see what 
they think of the business? < v V / 

_Have you talked with the company's suppliers? customers? 



_Have you talked with a lawyer about buying someone else's business? 



Making it go. 

Advertising . 



Have you decided how you will advertise (i.e. , newspapers , 
posters, handbills, radio, by mail)? 



Do you know where to get help wi th your ads ? 4 T 
Have you watched what other people do to get people to buy 



their product or service? 
The prices you charge 



'* p o you know how to figure what you should charge for each 
item you sell or the service you provide? 

Do you know^what other businesses like yours charge? 
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Buying * ; : " . • . \ ■■.'■.*„■■ 

_ J>o you have a plian . f or finding out what your customers 

] :•(•; want? ..' ,. t ;• si ' - ; : . ; . /, ■". ' ' 

Will your plan "'-for "/keeping track of ybur 1 inventory tell ' 
you when it is time^o order more and how much to order? 

V Do you plan to ibuy i^iost of your stoclc from a few , suppliers . 

gather than a little from: many, so that those you -buy from % 
will Want to help you succeed? ' ' A \ ■ 

selling.^ > ; '; v;; ; ^ : ■c--/. • 

H ave you decided whether you will have sales clerks or 



self-service, l or employ smeone to help you provide your 
service?-; . 

Have you thought about why you like to buy from some sales 



people while others turn you off to them? 
Your Employees » u j • J 

JIf you need to Yhire someone to help you, do you know where 



ito look? - : : ■- ^ , . ■ V. 

■ \ ■■■ ■■ .: ' =• - ... v ■ " " .- ; ^ : ' •.• ■• ■ '■ • " .• ;•• • 

JDo you know whajj ikind of person (s) you "need? 



Do you know how! |much to pay the help you plan to have? 



Do you have a plan for training your employees? 



i 



Credit for you r customers. 

• J : - : j; 1. ;■;/.-: |pj-^ 
Have you • decided whether to let your customers buy on 



credit*? j v 



Do you know the^good and bad points about joining a credit 
card plan? •' -'ly,]- ■ 



1« : * 



Can youj tell a ^eadbeat from a .good credit, customer! 
_Can y pit manage jto meet y our c&sh flow needs month-to-month 



; ' if a ;pprtion^ of your capital is tied up in credits and you 
owe others for^what they are supplying to you? - 

A few extra questions. 

.Have you . figured Out whether you could make more money working for 
someone else.?. • ' H ' 
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JDopi your family go along i/ith your plan to start a business of 
"your, own? \ • 

JDo you know where to find out about new ideas and new products? ■ 

JDo you have , a work plan for yourself and your employees? 



Havfc you gone to the nearest Small Business Administration office 

or to another business resource • in your community, for help* With 
your plans to start- a business? ✓ 

' ■ • • • .•••••> ; ' , * 

. I f you are buying . out a ^business and ' have agreed to pay off. the 
former owiler op his or her estate, will the outlay for these pay- 
ments have to come from your- working capital?* If so, such a demand 
may ,pla<;e your cash position fn a condition of constant sttess. 

Jf you* have answered all these questions carefully, you have done some 
hard work and serious thinki\jg. That is good • ^ But, most like Jy, you have 
found many things you still need to know more about or do something about; 

• w / '. : . . v - ■ ' ■ „ 

Co all *>you can for* youfself , but do not hesitate to ask for help from 
people who can tell you what you need' to know. Remember j running a small' 
business takes* guts and persistence. You have to be able to decide what, 
you need and then go after it. Keep asking questions when the essential 
facts are not really clear to you. ? ; 

Good luck! * ', ' 




Source: Occupational Quarterly , Winter 1979, SBA Management Aids #171. 
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SUPPLEMENTAL INFORMATION ' 
Investing in a Franchise ♦ 

Before you invest in a franchise, you should find out the pros and cons 
Of th^t -particular firm. The best sources of information about a franchise 
business are: - 



1. , The International Franchise'; Association ■ • " •> » 

* • 1025 Connecticut Avenue, N.W. ' • ./J?. ' - 

Washington,, D;C. 2003$ - " " 

•"' 2. The Federal Trade Coimii^^n ; 

6th and Pennsylvania Avenufr/N.W. 
4 Washington, D.C. ^^580 : S 

It is important to know t^llJB^every state requires* franchises to publish 
a disclosure document. Thidfi^Wfto. prevent the franchise firm from making 
false claims. It protgg|;s;^HHjyrospective purchaser, bCit does not tell 
jmuch about the particular* frarS|I^p^/ . ' 

You also should speak with other franchisees. This may Pffove to be the 
greatest help of all. - •/ . : - :r 

- Further suggestions before buying a franchise are: 

"' o Hire an experienced and knowledgeable franchise , " y 

■ < lawyer who will examine closely what . the f ran- ; 

" chise is offering and will examine: the contract 
in detail for .you. ' ' 

o Use your sources of information to read and find 
out what is going on in the f ranchise ' market * 

* For example, It is a decided mistake' to choose a 
fast-fopd service franchise' that has saturated 
the market in th«? area where you plap to locate. 

o Look into the problem of "encroachment." En- • , '.'• 
croachment occurs when a franchise invades a lo- . 
cation where the same franchise is established. 
It could hurt "your territory" you owned the * 
franchise. 
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When you do Idecide to buy a f ranchise: ' . <> 

S> Check t^ie franchise's reputation and jstability. 

q Do ^not accept promi&es made "in thin air" - - i get 
everything in writing. . : : v . ^. ; \ J ; 

^-^5 Clearly unders tand that approximately six percent of 

f *a?cMspr (app™ 
: the "gto^ percent: as a 

Some of the positive 

r.*4l6-f ^^M'.:, 



o The ^failure rate is remarkably ibw. 

^ 6 Buying a f ranch! s e is a good way to - ge t in t o^ a ^iii- : 
/ ness wi thout ail v ;the p rbblems of "s t ar t-up • 



o The franchise firm will^ furnish its^riame, inark^ting of 
/ the j«M^ ; ;v-v;-'M; : ;;/- 

o The f ra nch is e buys in quan t i t y ancl j>a s s es savings bn 
to you as > the business owner • * ; f ' % 



o As a franchise business 
*the Indus try as -well as you ' might if you s tar ted from 
"scratch." ^^'-^ 
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Small Business Ideas ,^ 

Many older people do not want to sit idly or they want to do* something 
to ; <5^rn : eit ra Income • or; ^noiigh keep; ; £up vwi th iliying J tos ts ^ ^ The 
question .usually^ a^ 

••afford' and that I cpulid really -manaLge?^y C . ''yV,V:: : 'y'- -v';-: 

7 : S ; the^W f f i cult i <es • : and ; , f in&nciai r i sk's 

Involved In buying "out an existing busi^k. Others get slumped at not 
having a good idea around which to buiW a business. The first step* 
therefore, is to, look around the community and seer what* needs doing and is 
not being done locally, or is not being* done at an attractive' pricey or is 
jiot being; done ad 

1 1 f you have masked -y our se 1£ the q ues tion ; abc> ve i J the fi -be gin mby itig i abw t ^ur 
community . : ; Talk tc£ business owners , ;f iriends/ as spciates ; iie^ 
your local Chamber^ of Co^erce^ If through this^p^ ybu identify ai 

likely small businiess idea; ^ 
gestecj here. Keep^ask^ 
the j .n^d Iv have i dent; if ie^d?^ 

meet the need ^ndj still .make a prof it? How would I do it?; \ ; 

>//.: There- are :> all sorts of unmet needs in every communi ty / but you should 
tiry to dete 
t^ enable^y^ 

morfe needs.. •• : ' > £v. : -\r^:-\ 

: As a start , you might consider the^ following types of - urimej: needs: 

^^v lr Small Household Repairs and Chores 

• Most horned 
broken sidewalks ;vcrui* 
warped ; locks that rd 

pipes that are plugged; faulty or inadequate w 
places; broken wood fencest; or Vo 

at t ICS:. ^V..v ; .:'- -V^' v>\ ' .' • ; ■■ : l : 



• M^ these problem^ easily solved, but the homeowner or 

■ " -v V;i labor force/ 

or the ; knowledge tb do something about: t^ Exi sting contract brs 
or seryice units ma^^^ 
7 what they regard as a "too smalt 

•:7 . owner )■■ 6r landlord in the right way/ \ you cou Id build a prof i table 

^*K e * S • ; Wi ^^ par tners • I hired 

° : helpers, your approach might be that ^y will res ol ve the problem ;. 

'; . for them quickly and at a low cos t. If you appiear ready to act , 
keep your ope^ 

clientele and their word of mouth support in the community* 
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Your profits, most^likely, will come gradually from growing volume 
rather than from high - individual' unit pricing. Even if your 
thargei have;: to be a little highV your sales pitch -can^^ b^ ho 
job is too small, ; that you are dependable, and that you will do the 
job well. People usually feel guilty abou t hp t having moved them- 
* selves to deail with the kinds of problems listed above. ^ Present 
: ^um ; cane 

guilt. They will pay for that and call you again on another job. 

2. ' Unmet Business Heeds &fJ.'"\ 'Z^^^^^^i 

In many communities and 7 rle i £h bqr h ood s , sma 1 1 business persons have 
unmet services or .other needs that hurt them fcut are too" costly to 
meet art standard commercial charges. Examples are: inadequate ac- 

; ; c^ 

^• : ;;irig turnover^ 
; counts; ^ 
pricing; etc; 

> as f a ^would-be sma 11 bus iness ; op er a t or , : c ou Id " in ve s tigat e ■ the 
■y-f. extent of 
a 

meet ^some of these needs and opera te prof it ably . 

3. Talent Banks •/•/ 

^n some, communities, groups of skilled older people have; set them- i 
> /selves up as consultant to non-profit organizations 
./ human services, legal aid/ and many other fields. Small, hbri- 
/ profit organizations of ten cannot afford and 
^ny try vtb get by with 

arrangements can work, but not uncommonly th^ 
grow and lin^ along with "iria 
r^^lar financial crises - a^ 

The consultant groups noted above bffer their 'part-time services : to 
the ^organizations at relatively low- tates. ? Either > a^ -individuals 
. or >irf te periodically^ arid set; ;up and keep ac- 

counts; /k^ membership V iistS : up-to-dat^ prepare organizational 
promotion brochures, f und-r ai s i rig app ea Is , newsle 1 1 e rs , and annual 
reports;;^ 

low--upv reports j and help ostr^ 

assfist iri -: matching with 
people in'/need : -of-:those : -::Service^ ■/■■/■■ 

The talent ^bank can be a small business operation, and the people 
who - have ^ the • t a le nts or skills can operate as - partners ^ 
on a -self-remployed basis.; • ^\ ; ; -;.v.';;^"; : " > . '. \m 
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^Both small and .some larger "businesses periodically have needs f or 
extra hands or skills to work on sales drives and other promotions, 
seasonal j^angew 

billings, and other non-regular events. Keeping f till-time people 
on board to help meet these periodic needs is too expensive. Some 

isi^ii 

types of personnel to' other businesses to help Ahem meet fluctuat- 
ing or seasonal needs i As a part of their services* they also are 
the "employer of record" for part-time personnel for purposes "of 
pay roll; 'jfri^yin^ 

They constitute »a group for various types. -of ^ltfe and health ilri^r^': 
ance pli^ 

•lP.v9? 5 *S • ipare it^ ■ ■ tifi Si 

T<^ni^llcat ions a^ 

.' temporary'-.. employees . '• y • •:•'.•':"./.• -;/,.'/'•'..'• ••7:^.';^'>^ v ": : " V- 

Instead, bus ine 
agency for specific numbers ^ 

rticUlar times ^Some^ 
peVs brine 1 agency join in paylrigvf dr ; the training qr»^ re training "of, 
people who then: c 

tow of the latest a production, ; wori p 

putjer ski 11a; £ needed by^ the hos t emp loyer . ; T 

and they have ^ ; better chance of keepihg ; their v skills fresh aridV 
marketable. • •'.>•'••.'''•''• :y \ ' ■ :""•'•-:'..• 

0 l(de r ;"2 peop le carf ^organize and op era t e ga p-f i 11 ing pers onnel agen- 
cies or serve as/ temporary personnel for such agem:ies; 

''5. Other Comminity Needs 

In every community , there are people who have needs they : ; v ; r 

cannot ^.$11^ 

them. Such ne.eds may include: catering; landscaping; lawn and 
garden care ; w^^^w washing and screen cleaning ; arranging the de- 

» ^ils- of Ve| 

; ^Uc ; relate for 




others; etcv 



••;/:•. 



People wh^ 

carve out ? a : prof it able small business for • themselves 
r ca ses , such peop le ■^■ght;^^\ a necessary skill ttiemse lyes , or they 
Scpuld develop partnerships with other skilled people^ 'or they could 

hire skilled people to do what is required.; 



: ..y>'.. 
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Vv'V: :.;;; v V^;:^v ^ 

If you are considering buying an- existing business rather than starting 
one frbm tti<& ground up, these Steps might, be help'ful to you. 

o 'Find oiit^ why the current owner \ is selling. Perhaps^^ • 

'••V.'v^'''-^" ; 1}*PJ?&& i^prmatibn •^bout>; : a- : pos$tbi : e^ pii^x ^ '-J-; i'^t'i-?-- 

* vate or public construction plan that could seriously 
••V,C ■■■):'■ "•• affect ^busine^ to check ^outv;ai£^ 

U;- : ;ang^^ business bppbrt^ • ' ;•• • 

/ v r m 

possible bffer at the time. v 

o Determine how; prof i table the 
; ; ' ^ \ been for several years? ^his vwill -requ 

. >.• analysis of the business. - 'I\ -.' - ; 

; v b Have an accountant conduct an audits to mkWe certain ' ^ 
that the »records Vyou a^e r obtaining are accurate and 
] . statements are complete. , . • - -. 

b /Weigh the assets of ; the business? aigainst the liabi li- J 
;v'.;'' : .^;; ties. It is wise to tia 
: assets and their condition 

x; inventoryv for example^ 

* will c in the community ; are of ten: used 'as sellingy points 

>i next owner* ■-.'■■■/> V:;: v .•/.-"* ' ':•/.:*;' v>. ; W.- ' :' : : : 'Yv-' 



Source: Adapted from H • N. Broom arid Jiis tin G • Longenecker j Small 
Business Manajgement^ Cincinnati^ Ohio: South-Western Publishing Company , 
■ 1979, pp. 64-70. :• vj • /V^.,,;^ . ^V-V 7; V 
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, ... This is a home assignment to develop a concise description, of the pro- 
posed business . Be sure to detail what -is "unique* This description will 
become a. key component of your financial proposal to potential lenders and 
/or investors .It also can-serve as the basis for advertising descriptors. 
Before the next; class session, read the following items and write your 
swers. Bring the results of your* home assignment, to discuss in the next 

'class v 'sessl6n.:r ; ;^ : : . . ■;. . W-'vv^V" :••'?;;•;• 



t Describe the' - service (s) ''-or, product (s ) .^-rfi'] < 

2 • ' Decide if ^: t 

ship;v - partnership, ; or a corporation^ • E^lain^ why ' 
; you made "this /choi ce ^* £ : ] ; bft:^'f : . '0:0? v-^^v^. \^ 

3V What heed(s) does this proposed business me 

no current Memand "exist s|; how ; caii one vbe "created.?/^ 

•4 • What is different about this busines s ? How does It V » / ^'y ; • 
cbmpare ^ 
^ vices in ^^ c 

v f ;busihe products 
or services in the community? 

5 • bow and what will draw customers /clients?? . ^ ; v : ^ 

6. What other factors " encourage the opening of this 



business? Examples: timing; industry growth; shift 
in population. /'"'.F^'; " v -v:. ' ; 




THE BUSINESS PLAH ! ^::-^ 

PURPOSE : The purpos e of this unit is to introdtre^you 
\ to the importance of a business plan. ■ ;• ''. 

OBJECTIVE: -At the end of 'this Vuni t, you will be able i to 
o ^ V > ijdent if jr the uses of the business plan arid 

•■ riiave an uriders tariding of the major elements 

in deyeloping th£ pJLan«/ ^ s 



Many small businesses fail because they never had a business plan. 
Preparing the business plan ia an ^ step i^ starting a firm. 

The plan serves several important purposes*: ' ■ „ . 

1. To cause you to explore, think through, and make decir 
sions about the key factors of organizing and j opera t- 

'* ; ''V^:- \: : -..}-'--..--;';-'ing' :? a business. , ',•• "•.:".' .'.* • :>,.;;<> '•••••K' ; 1 \ * 

2. To monitor the direction of the business throughout 

:V ; - : - its lif eV r^y' : ^ : - u -: r , : ;. •. r ; v.:. ; .' vV ; : ,-' r ^v; : j; : :^> : :. r : : ;-r; ; ; t\r- 

; To raise the capital that new businesses will require ^^'^^^^^^^^^^:^:>r 

'• ■• ■" . ... . ' ."»: y i f L ' ■ , •' ■[ V '/•- :; ! ' " '..•„■.• : .'■ : . ••; • '"• ■ v. ! \C- .•.!••'!.'.■"■■. 

.. " . \- ■ ■'■■■)':■ ■■ ' r .' r - ■ ; •'■ 'V'.' ■■ ' : - : ^.>^^'- : "- ■ '■ tf'-'.'J. 1 

- >v - Given the changing, modern business 'World, prospective business qwneirs 
cannot^ Afford to be without a* ibuisi^ 

be constant ly ad justed with ; cHange s in the business climate t jproduc t u 
or your vision! for the; ^ 

tors want to see clearly pt4 jec t s nee ds ; 

ind expectations fbr^ all aspects 6^^ 

^ T general guidelines that \wiil serve ; you well as you 

develop you r plan • " The work you dp in thi s dours e will lead through the 
development of your business plan. : Si3C ; steps ;are outlined.^ - T 
three /steps establish^ goals, objectives, and strategies j ^he final three 
steps test those strategies. , The six steps are: 

. ; 1. ^Define long— term goals. j; 

It is a common mistake to : neglect long-range planning; Long-term 
.goals should rform a framework f or shortr-term object! ve6. It is 
S ; ; ; suggested that you check the jong-term goals you li st for practi- 
cality and f or goa Is that may tie conf licting . For e xamp le , in some 

-••types 

: your business to generate cash flow or to build asset value in real 
es ta t e or irives tmen t . Cash flow will be>- pinched if the focus is; oh 
■ • building in vest ments for ; the ;future. As an older business owner- 
. manager , ypu might- find that you prefer to • emphasiz e cash flow 
- ^rit^ profits later. ^ : tj: 

v..':,'.:.'; %• ■■ State short-term objectives. ' ;,;•/;•;• •. 

You should measure short-term objectives in time, dollars ,>•':' and 
/ other specific such as units s old ^ The object Iv^^ should 

be attainable within a relatiyely brief time frame. Make a list of 
; your objectives in order of priority For example^ your lis|: might 
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o Cut utility, costs fey 10 percent a month, 
o Increase sales by $560 a month. 

Sei; marketing strategies to meet goals and objectives. 

Since- p^pM 



•treprene^ 
planning " ^ 



on t he fcf ollbwing ; qu e s t ions : 



Who x will buy what products or services from mfe at 
; ^ . : a ^profitable ptice? ' 4 " ' 

i 6 Wh^re, wte 
As planner,^ yon must -determine 

where they are most likely to be in the ^foreseeable futures ; You 
must assess the ;market and must know the^/strehgths and weaknesses 
of competing products or servicesv: The market plan should: l ' ; 



o Be as precise as possible . 
o Include budgets for promotion. 



o Be bas ed on facts and figures - you have checked 
for accuracy.^ : 

o Provide ? f or travel, if necessary. 

o Include whatever is important 'to selling the 
product or service. 



Market ing and advertising are discus sed in detail in later units. 
-Analyze.- available resources • ' j ■■ : y-?.y.- : \''-. 

This is a ••ret^ measure of a successful anaiysis is 

the amp^infc of pain it ^ causes /."• you to do i t . v In o ther words ; take a 
hard, /objective look at yoiir proppsalv Y to determine 

whether in personnel, materials, and 

money ~. to make the' business plan work. Consider who and what 
will be needed as ; the ; bu underway and again in a ^few 

years yg^ 



. 5. Assemble financial data. 



The prospective owner should use financial statements to analyze 
the business./ The balance sheet, which shows the assets and 11a-' 



bill ties of /the business; is helpful in maximizing use of V all of 
c he\ firm's Resource 

P ^ p - i ^ an ^ (?S ® 8 ?atements can keep you 
Profit-and^loss projections 'have two functions: 



o They express the sales and operatirig objectives 
An time arid -amounts • 



p They are the .control documents oni which the; cash W 
/ flow and operating budgets; a ^ .U'. 

Sample financial statement forms are included in this uiiit; see 
s "Guidelines for Preparing a Business Plan. H /V 

6 • • Review for cc^lstency 9 coherence, and realism. V ^ 

and strategies for reaching objectives must be complement One 
/ p * rt: of :^ the plan . leads^ to; the . nextf in a smooth transition and ail 
/ areas of the business are covered. The key questions to ask at all 
• ; ;;y; ; stages are:';- .• . '/.',•;•''''":.•/;' • 



• • ■ ••/• 
■ ■ i . ■ 



o Does this idea make" good business sense? 

o Will it work? , , : "V 

o How will you know if it is working? ; ^ 

. o How will you know when to stop and cufc your r 

losses if it proves unworkable? 

•/:••; Think of your plan in relat'fon to both the national economy and the mar- 
ket for your product or services You should refer to the plan continually 
as a management tool, revising it as real-world e 

you will be preparing a business plan starting with this unit and will 
continue to develop your plan as you learn about marketing, accounting, ad- 
vertising, and management. Before the course is completed, you will have a 
chance to review your business plan and make necessary changes. Reviewing 
the guidelines presented here will help to check the plan as it develops. 



SUPPLEMENTAL INFORMATION - 
'•- *y- Hequlred Project ••>.". 

Use theJ following guidelines to prepare a complete and detailed plan for / 
a new or established business. The following suggested areas should be in- / 
eluded, but do not feel limited by these. 

- 1. Type of business \ . :■'■/."• . 

2. Location V 

3. Target market 1 v i 

4. Planning process • 
••■ 5. Decision-making process to be used 

6. .Organizational structure ' . * / • 

7. Staffing procedures : ; - . 

■"• ' . : . : -' ! .: ? >;"' : -v ; ' : •••• ■ • ; " : • •' '■V'i : ' : 'y'-'\ ;'. •V.;:-: : '-' : ' .-■ 

8. Control • •• ; ; . ''•.!•'•• ..''.>••'. 

9. Marketing strategy v^v 

10. Financial procedures -~ capital necessary to start a business 

11. Security ^ v } v.". V. •' ■■■ ; > --- : -..;: 
_.v . 12.. ^JMianagin^ human resources ; |: : : 

13; Safeguarding your assets 

14> • Others* : v-^v:; vV>--.; • , r .V; V.\- v ' 4 \ : ;.\ ,r . .' 

Tliis project measures your ability 1 6 organize various data into an in- 
telligent and systematic Vsmall business plan. • ; 



• "■• . /. 
•.• / ' 
.■••/ v 

! / ••' 

• / ' .. 

i 



/ 

f 
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Required Project 

: "■>■■ .:, \ ... : • . :•::/ 

Suggested Cover Sheet, for Business Flan 



/ 



■'V 
/ 



Name of / Company 




Coi 



idress 
Telephone Number 
Date v r > 



>■ Names of Principals 
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Required Project — Suggested Outline for Business Plan 

Statement of Purpose 4 \- 

■ .: s ' '•' • ' , • 

Table of^Contents ' v 

]/• The Business 

a. Description of business 

, b* Market * 

c. Competition 

.<!• Location of business V 

e* Management ! « 

f • Personnel - " j 

«g. Application and expanded effect; of loan (if needed) 

h» Summary , , ■«'.■„. 

{*' .' .'• • ' 1 . 

2. Financial Data ' I 



a. Sources and applications of funding 

b. Capital equipment list i 

c. Balance sheet '. ' \- 

d. Breakeven analysis . . :< * " '\ ' 

e. Income projections (profit and loss statements) 

- ■". • ' ■ ■■ tyJ > : 

(1) .Three-year summary * • 

(2) Detail by mggith for first year 

(3) Detail by quarter for second and third years 

(4) Notes; of explanation v 

f • Pro-Forma Cash Flow 

U) Detail by month for firs^ year 

(2) Detail by quarter for second and third years 

(3) Notes of explanation 

8» Deviation Analysis : 

h - HlstQrlcal Financial Reports for Existing Business ' 

(1) Balance sheets for past three years 

(2) Income statement for jpast three years 

(3) Tax returns 

3. Supporting Documents 4 

.a. Personal resumes, financial requirements, and statements 

b. Cost of living budget ^ • v - 

'<:••'; Credit reports '] >i< .v." /.sV--N. : ; - 

d. Letters of reference ; - 

.e» *Job descriptions ^ •v-'"-;."- 

- f / Letters of intent ■ 

: g. • Copies of leases,, contracts , and other relevant documents 



Required Project — Suggested Steps in Preparing a Business Plan 




3. 



4. 




5. 



Description of Steps 

Decide to go into business fot yourself, 

Andlyjise, *your strengths and weaknesses, paying special 
attention to your business: experience, business 
education, your desires, and your age and physical 
condition. Then answer this question; 



Why should I be in bus ine^s^for: myself? 




Choose the product or service which best fits your 
strengths and desires* Then answer -these questions: 

What will my product or service do for customers? 

What is unique about my product or Service? ■' ■ 

How do I know it' is unique? / 

What will it not do? - ^ 

What should it do later but does not do now? 

Research the market for your product or setf vice to find 
answers to such questions as these: 

Who are my .customers? ; , , : 

Where are "they? ..' 
What is their average income? 
How do they buy? . : r:\ 

At what prjce and in what quantities? 
When do they buy? 

When will they use my product or service? -\ ; 
Where will they use it? v: 
Why will they buy it? / 
Who are ^ my competitors? ' v 
Where are they located? - „. v 

How strong are they? 

What is the total market potential for my product? 
Is it -growing? 



Forecast yotjjf share of the market. Then forecast your 
sales or fedryice revenues over a three-year period, 
broken down 'as follows: 



First ye3r - 
Second year 
Third, year - 



monthly 
-quarterly 
quarterly 
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. .;' . •••,^V" : Next-, --'answer this quest ion j 



Why do I believe ray sales revenue forecast is' 

reialisticTT 



Choose a- site for your business^ then answer this 

'•.question:':-..- - • ■ ''tfl - - ;> ^Sv- C : : 



" v^tf^ido I prefer this site to other possible si 

' ^ * i : Develop your production or ^service : plan,v:;^ 

• •/.•.questions .as -'these: - Vv ^: : /-""M" ' \ •<;•/'./ 

* How big should my operation be? v. ? ^ 9.->7v? : v:--&; ry :V 

How^shouldny production or service process 

;;v.;^^ ; ^-^oui;r ; rf . . y yyyy^y,yy .yc'- v >";?" 

• • • i<y ^ need? - ;in what size?"- ".^M?['z : • ■•■ ,v v'- 

; / H 

8 \ , De velop ^ 

: v "'these:- yy-.' • ... . ' • ; y yyy y. yy y . v / ./yy . .yy ^C*. ]/!f',- : / 

How am I going to attract customers ? / -:/• ^:'//y; y-/V ; '-j 
; " ■ . J'"'''- ■ At what ptice? -y ; / '-/'••••.• ; /Tvy •/>/• • ' • ^^^^I^Sl l^^iS^I 

t By what kinds of advert is ing and sales^ prombt ion? L : V--'. • 
If through/ personal selling, h 



9 ' ' ; Develop your personal plan answering this question: 

, :.y ;What ; kinds of talent will I need to make n^^^^^^/ 

• '". . business go? v • ' ^■'■■k-. ;.■ -'ti.'-'' 
yyy".y' ^/- r -y" :' : y" • •■• •^/y'-- 

• Draw an - organizational chart out who does ' 

^ 1 9- / v y ; ^ecide whether proprietorship, • a ^ 

. /- partnership, or a corporations Explain your choice. ^ v 



/*V'. ; V;"tatlihe the H^ncis of ^ record^ dnd reports you plan to use 

and how you will use ' them. V// , -/yy'/. 

; Develop your insurance plan answering this question: 

S What kinds of insurance will 1 need to protect; my 
. : venture against possible loss from unforeseen 
.• : .' .;. events? ■•'/' ~'/v • : r : "1 ■:• '•• /yy 



fi^SK^ ' :• ://5 
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Develop your financial plan by prepiaring such statements 

ds. -.'these i-^l^'X '• : {. vif ^ '/V;T'V; ^X^:'X'^X.' : "- 

'S : 0 A three-year ^cash budget , showing" how much cash 
♦ , you will need beforef owning foS business, and 
9 " showing how much cash you-expect will f low in and 

'''XiX'^utyOf^ your business broken down as f oilier V; 

v., ■ ' \ ; ;■ First . year . — • monthly--v^'j;5 : ;';.:' );0 \y' : 'X'^^^^ . 
V^'OSl Second year :--^quarterly';^L ; ^; XX'Xp^ 1 -^. 
-V •■-'' i /': r,r .;Third yea^r | — ' quarterly ; ' ■ \ 

: 6 Atf income s ta t emen t for the firs t 'y ear only . 

J ■ ?b B 

6 A prof it graph' r sHbwing when, you will begin to tjake 
\y{ -\.^:-a >prof it.;; VV ' v ,:■ 'yV ■ '.. yX^XX X^ 

Thert determine how you will finance your business^ and 
where you expect to raise money. . * 

. ' , •; ; ;' '• ';> [ ' . . /^y, >; ... • ,. S 
Wri te a coyetr fetter summariz ing your business plan, 
s t re s s ing • its x purposes and its p romise . 



. Cash; ; ^ • . ; . V~- 
Accounts receivable 
Inventory ; 6v(; 

Total; current ass e t s 
E qui pme ht and fixtu res 
Prepaid expense's f 

Total assets 



SUPPLEMENTAL INFORMATION 
Sample Balance Sheet > 

ABC Company 
? : Deceit 2 
V i f BALANCE SHEET 



Notes payable , bank 
Accounts payable 
Accruals 

Total current ilabl 11 tl es 

Total m 
Ne t wor th ; :,' ; ■• ^ - v£ - .': ■'. . ■■■:/ : 

Total- Ilabl lities and 
.,••<•..'•' net -worth'; ''. :V V 



$ 
$ 



ABC Company 
December 31, 1983 
BALANCE SHEET 



CashX""- 

Accounts receivable 
Inventory 

Total current ^asets 

'Equipment and fixtures 
Prepaid expenses 
Total assets 



$ 1,896 
Vl,v456 
6,822 
$10,174 

lyl68 
-1,278 
$12,620 



Notes' payable, barik 
v! Accounts payable ' * 
Accruals 



$2,000 
2,240' 
940 



Tottal current liabilities $ 5,180 

Tot^ai liabilities $ 5,180 

Net worth 7,440 
Total liabilities and 

net worth > L $12,620 



* Source: * Ratio Analysis 'for Small Business , U. SV Small Business Adminis 
tration, Small Business Management Series 'Number" 20. 
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SUPPLEMKHTAL IHFOHMATIOH 
Sample Incoae Statement 



' ; " ABC Company . 
Octobfir^i^ December 3lfe 19 • 

U Y) V S" \ : • '4.£ Dollars •■" ■ '•• ' : 



.'•Net : sales, J " ^ 
Cost of goods sold : ^ ! 

Gross profit 6n sales* 
Expenses {% .; i" '.• >; v. • .', 

Wages ; • ; . $ ' 
Delivery expense 
Bad debts allowance' 

C v 
' Depir^ciati 

•'•Insurance-:.'; 

-Interest .v'v.";^ • 
, '•; v. Other charges 

Total expenses 

- : Net profit • 
0 ther^incbme 
Total Net Income 



$ 

J 



Percent 



% 
% 
% 
% 



% 
% 

% 

% 

X 



Source; Ratio Analysis for Small Business, U.S. Small Business Adminis- 
tration, Small Business Management Series Number 20. 
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SUPPI£HEHTAL INFORMATIOH 
Sample Incoae Statement 



^ .V ABC Company 
X!^^p]^f^^' December 31^ 19 

J:/;^;i;-;'::7>^-::vK : : - * . Dollars 



■■ Net; 'sales'. 
Cost of goods sold 

Gross profit on sales 
Expenses [■^^'''\K;/^yi^:'/'^\^\ 

"■f.:.. Wages / ."• 1 
Delivery expense 
Bad debts allowance 

^ / ;v ; Communlcat ions • 

y - Depreciation allowance 
Insurance v^-S. .^-^y- 

r ; : • Taxes : ■•' 5 ' '". V. • - : \- 



• Advertising; 
•'. Interest 

Other charges 

^ Total expenses 

\. Net prof it ^ 
Other income 
Total Net Income 



$ 68,116 
47,696 
$ 20,420 

$ 6,948 
694 
409 
204 
409 
613 

1,566 
409? 
749 



$13,282 

$7; 138 
886 



Percent 

iob^b 

^70^0 
^ 30;b 




: Source: Ratio Analysis for Small Business , U>S* Small Business Adminis- 
tration, Smail^usi^ 20. 
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FIELDS OF FLOWERS 



" 'S. 



' _ year tndi.ng- December 31, 1933 ■■: ■ • • ' .' 

^ ^.l^h ^^850 $10,718" $12.6«.>12.601 m m m *» W $16,027 Jly<0 W ' [ 



/ Collections 



v. :' " . " .■, . ... ■ ''•'\!' '■ ' ^.' .■/■'.vi: ^^' ,; Av >:^^ V A A , v - : , -y" V^;.-aK^A.aCa : ^' 

i 



-GrfHtBTia." 

ilWiflid " 



ERJQ 
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SUPPLEMENTAL INFORMATION 
Sample Break-Even Chart 




Units Sold 



Break-Even 
(Units) 



Total Fixed Costs 



Unit Selling Price - Variable Costfs'Per Unit 



NOTE: Break-Even Dollars = Break-Even Units X Selling Price 
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TMTl 3: MARKETIBG 



PURPOSE: , The 

marketing your product "or service through a 

OBJEuxxvis: At the end of this unit 

draft your own system f or ^researching marketa^^^^ 
and develop a market plan using th^ 
. sentials " for market ing a; product 6^ 



V; 



49 



9 

ERIC 



7 



^ ^ to learn all you 

can about marketing. / You w know how to Identify; yoiir mitket and^ r 

how to market your product or service. 

; y . v . :: ;yv:^ : '>^ : & ^ v ' V ■■■ '•: •'• ; :V •'.'V,- ';-}: . • • ; - J-- S,;,:,: ' : :. ; :.\; • 

. Identifying the Market — 

^v/i: - B e - as specif ic; as you: can about yOuir targeted clientele. Are you 
appealing to a specif ic age range / economic level; or lass of client ? 
Develop a prof ile of the chairac ter is tics of the cus tome rs you believe will ! 
;i -be most in teres ted in buy ing your produc t or service . With these specifics i : : 
in inlrid, ; you^can begin your marketing; researchv : • • *, ; ■;■ ; 

The aim of your research should be to acquire several bas ic pieces ^f 
inf ormatfon about your targeted market area , regardless of whether it • is : a ■ 
small neighborhood or several me trbpdiitan areas. It should tell you the 
population of y^^ volume in your type of busi- J 

I ? ess » and provide potential- sales ; w , ; • ; 

Mu ?k inf orma t ion is a via i lable to you wi thou t charge from orgariiz a t i ons 
and persons in^the community. Some sources of information are: 

o Chamber of Commerce " ./"; ■.'•v;;Vv^-.v-''" V ".V-"" 

r : , o Local development board 

• 0 Local planning commission „ , ^ 

p Trade aissbciation affiliates 

o Business 'bureaus •'^■.'v.' • V :: ; ; . v. , : . ". : .. • 

o College and university business departments 

o Local libraries. •• 

Al though marke t research and advertising firms ^of fer marketing research v 

services at. a substantial fee, sometimes they already have prepared special 

market reports that you can obtain that can be another cost effective 
source of inf orma t ion. ■ 

It also is important, to obtain as much information, as possible about 
your competitors. -You need to know: c 

^ : ' o Tlje percentage of the total market they have. .. 

o Whom they are overlooking as potential customers. 

o Whether^their pricing is high or low. 
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6 She percentage of the total market you can project for 

>'.;.,. •••• ;; ; '; ; 'vypur business .W \.- : ^^' : ^°r^ : ^r^ '/Is-:/ \ /.'>;•." ,;^ r '"--'^;-' :: ^•'•'■•.V- 

o Any special features about their business that appear 

. You will have to.; be alert to changing market trends , particularly in an 
inflationary environment • Is your product or service one that people; will 
eliminate from their budgets if goods and services continue to be* increas- 
ingly, expensi ye ? - ; What . are the op t ions and alt e ma t ive 8 f or r.i your future 
customers In obtaining; your product or service? What could ybu ;do to in- 
cr ease the at tract! veness of your products or services so that potential or 
existing cust attracted and held by you? 1 > J 

Marketing Your Product or Service 

As a new owner of a' business , you will need to develop a marketing 
strategy that includes the following: (1) distribution channels ; ( 2 ) se- 
lecting invent oryj^j^^ and public relations* Let's 
lopic.;at each of 'theT^™^^^ 1 ^ 



Distribution channels vary with the type of business- and the situation* 
As a manufacturer, wholesalers, retailer, or supplier of services, -you , are 
part of a dis tribut ion ne twork moving goods or services from producers to 
consumers. If you have a product to market, for example, should you try to 
sell it through manufacturer ? s: agents^ 

distributors for industrial products, or retailers? What is the best way 
to get your product to the cbnsumer ? / v 

Selecting inventory that will have the maximum appeal for your targeted 
clientele is a marketing task for the : retailer . It involves,, t|pni tor ing the 
continuing or changing tastes and needs of your customers afifd buying with 
them in mind.. . / ' ".[■:) : ?\\'; r ?-i ••' • > : ■■v-V- 1 - '*M 

Pricing is a ; crucial part of marketing. «You want to cover your costs 
and make a fair, &nd reasonable profit. Set your prices with that in mind. 
But remember, your prices can help or hurt you in at trac ting - customers and 
building sale 8 volume. Some clientis favor fixed arrangements, where they 
pay an agreed up^ you of a range of out 

of pocket/V costs you incur. Others .prefer to deal on the basis of tQtal 
price negotiated in advance , with /possibly* an agreed upon escalator to take 
into account various levels of inflation.; In s till other cases, propsec-* 
; t ive clients can be at tract ed ttK a sliding scale approach to pricing where 
ypu . of f er set prices for different volumes of work, or for work done at 
particular times of day- or season. To price acciiirately , you need to under- 
stand, the market forces that are. operating. Are you pricing at, above, or 
below market? Xan you meet competition and still have enough income to 
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meet your, 
markdowns ,• 



needs? It also is good business to have a pricing policy on 
sales j and returned merchandise* 



Knowing about direct , and.indirect promotional methods is also important 
. to the v. small .business^wne^^ •■ 

Direct [methods include advertising, publicity, displays, special -event 
sales, mauijif acturer f s aids for selling, and personal selling. You might 
initiate ^ju^direct promotion campaign, for example , when you launch your 
business. ^ You could have an opening day sale with window store posters, 
flyers ph car windshields, opportunities to win prices, giveaways, and an 
"appropriate a^ r : -}' : :L 

J 7 -'" : ' ; ■/.:;/;'; ■ ' . ' .. ;V. /,>'• ;: ,'\.„ 

>:';'. Indirect methods include public relations, customer relations, cus- 
tomer services, and product styling ^and packaging. Indirect promotional 
efforts cpuld be providing customers with delivery or advisory services , 
stocking spare parts, or adjusting your hours to serve customers better. 
Remember, [satisfied customers not only return themselves, they provide free 
word-of-mouth promotion for your business. 

Indirect promotion- irivo Ives building an« image for your business in the 
general community. This is known as public relations . Good public rela- 
tions involves deci^ how you want to relate to your community and demr 
onstrating, by involvement in the community, that your business will con- 
tribute antf provide valuable products or services.;; Contact business % 
leaders and let them know about your business . and your community perspec- v 
tive. They will appreciate your .willingness to contribute to a good busi- 
ness atmosphere and probably will be helpful to you in your new Venture • 
Openning and keeping a channel of communication to local presQ and o£jjer 
media outlets in your area are also advantageous. The feedback you will 
get from the community can help you keep your business! on *trjack and build 
additional goodwill in the process. - '•• ^- ■.^■^■■^J : ^:j' - V-"'. : .-:\ 



Footnotes 



1. \f Dan Steinhoff, , Small Business Management Fundamentals , New York: 
McGraw-Hill, 1978, pp. 60r67. 

2. Adapted from Nicholas C. ' ■ Siropolis, Small Business Management; A 
Guide to Ent repretieurship , Boston: Houghton Mifflin, 1977, pp. 332-333. 

3. Adapted from Dan Steinhoff , Small Business Management Fundamentals , 
New York: McGraw-Hill, 1978, pp. 152-159. 

' ■ • . • ' ;;\ . \ ''<:'.■ • '• . . • " . \ ".- -rrry- • ■ •■ , • 

•••':'••*••; ■^•V;--"'^-<:.c^-^:">:: r^'--'// : ■ : , : -v,. 
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SUPPLEMENTAL INFORMATION 
The Essentials in Marketing 



The six essentials in marketing are: 
.* 1 • Product/Service Concept 

a. Name ' . * • 

b. Descriptive characteristics. 

2 1 Place/Location 

3 . Pricing Range — Projected or Actual 




•x -a • Competitive comparison 
> b. Brand names of competition - 
. c . Unit sales or dollar sales on a national basis 

4. People and Direct Sources of Assistance in Marketing 

a. Distributors/suppliers y ) v *v. 
Manufacturers , ■ ■ • • 

: Trade associations ■ ' \ . 

d> SBA >— SCORE /ACE v - A / 

e. Government publications 

f • Trade publications ' , 

g» Reader's Guide tovBusiness Publications 

5. Promotion Options 

; v-;.'' a« Customer profile ; .■.";'/'• .' 

b. Evaluation of customers 1 needs " 
c» Number of customer^ in sales/services area 

d. Market potential and steps to reach potential customers 

6. Development of a Marketing Plan < 
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4 SDFFUDfORAL IWFORHATION / 
/ Market Situation Analysis * \. 

7 •' , , . ■ '. " , ' ( • • - ■ . , , \ ■. '■ . -. . ' • : 

Use 1 this outline to prepare a market analysis foy your proposed business, 

.. ', .. . /..*■■■ ; . ■ ■ ". ■ ■ ■ ... • . ; . 

1. Product/Service Concept 

^a v Name of product or service ■» 

b. Descriptive characteristics of product oi& service 

(1) Location ■ * - V v 

(2) Price range - * / 
^ (3) Brand .names used ' . •■' ■- K) 

* (4) Equipment, used '■' u 

(5) Competitive comparison 

(6) Source(s) of supply ~ " ' 

c. Unit sales or dollar sales on aVnationwide basis 
/ d. Anaylsis of J trends \~ \\ < 

2k- 1 Number of Customers in Your Market Area 

a. Use of SMSA, daita to take a profile of customers in your area 
* b« Average customer expenditure 

c. Total market' " f 

; , / 

3. Your Market Potential 

a. Total, market divided by % competition . /' 

b. Total market multiplied by percent who will buy your product 
. . ' \ $ ■ ■ ■* ' ' ■ ■ • 

4. Needs of Customers 

a. Identification Newness 
— ■ ' b. individuality ~ Freedom \- m * ' / 

c. Conformity — Curiosity ° 

. d. Pleasure ~ Power 

;.. e. Social Approval — Prestige 3 

. f. Entertainment • — Success \ 

g. Personal Interest Creafiveness 

h. Affection — Health v 
■ i. Variety ~ Adventure 

- j« Comfort — Welfare v 
k. Economy — • Privacy 
1. Distinctivenesis -- Self-realization 
Convenience —Sex Appeal 
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5. Direct Sources of Assistance In Marketing 

' ■< ' a • • Ttade magazines - •[- \Uf- :' '; ' ?<l'JLZk : V-.,^". ?L .• ^: ' 

b. Reader 1 s Guide to Business Periodicals ' : 
c« Trade associations ' 

;/ d.';'-; Manufacturers ,: . ?•) . ' : : ;\ 

e. Distributors ' y\-' 

f. Small Business Administration (SBA) 
g* Government publications y • 

h. Sales management and marketing magazines 

■ i. Yellow pages ' : . ; ■: '. // ' ':.}'■■ ■ ;•; 

/■ V' j • Direct ories • ;'.v ; ^y'; ; :- :;;; :>-"^vV-i. ''i'".'^/. 

6» Customer Profile '' ! ]f--\\ '. .'J^-:-:.' 

a. Geographical (where located*) { ^••'7;.;'-^ 

b« Gender . . '■):"; V.' f ""' '-/r'-'.- : v ^-' 

c. ' Age range -• \;"r-:v 

d. Income brackets/ :■■/:*:-.': -r* '•• ':. --y 
,""*;•.>.•• >e. ^Occupation 

f . Educational level 

V g* Wealth (retained purchasing power as opposed to income) 

h. Average size of orders 1 •.; r-*,. , .V ' '. 

* !• Type of outlet patronized 

j- Availability and exposure to advertising media 
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SUPPLEMENTAL IHFOHMATIOH 
Sample Market Survey 









5;J:;^i?77^ ; 


/•?bpolation' , 

' ■ Tti ' .TtiAiiasnilo ■ ■■ ■ 
' ... \ XIl^A nOUoSIUIo /.;';■ 


' 325'.'- ; ";•• ';, 






• nCQlttU A]JC 




'•: v \" : qi. 


"' qi '••' ; q' : --", 










IS - 24 

^ ^25 -.34..T A, 
" '•.-.•35 '_. LQ 


1 9 

^:L^l4.^ 

17". qi 

U^27 ! i^: ; ;-;^V:: 


.i q qV : 


17 1 

X / • X 

";:4-;27^ •:_;' ; y;' 


Households 




108.3 


108.8 s 


Retail Sales 


$823,655 


$890,903 


$943,139 


•. .*•.••• i • 
-' Pood : 


$201,331 


$208,650 , 


. $223,398 


Bating/Drinking 


%■ $ 62,389 


. $ 64,876 


s $ 71,615 


General 


- $126,897 


^ • $134,693 


$135,900 


it ' ■ ' ' • - ,;' 
• r UL LLX LULc ■.••• 


$ AQ 17? 


'9 j^jUjU 




Automot lve / 




§1 51 ,021 


$1/0, 117 




$ 20,341 


$ 22,170 V 


$ 21,954 


EBI ;. 


$1,896,338 -''■•; 


$2,048,709 


$2,299,918 


Median KBI 
Per Household 


$15,819 


•;.;..'; $16,822 


$18,642 


Income Breakdown 








$ 8,000-9,999 
$10,000 -14,999 
$15 x ,000 - 24,999 
$25,000+ 

%. - '. y-. 


'•;•;'• 6.6% "';.•;•'. 

19.2 
:' ■ 34.5 

18.8 :,•;•'•-' 


6.0% 
17.9 • 

.'•'•;.',. 34.7 

; » : 21.8 


. 5.U • 
15 . 2 '•'•;, 
33.7 

28.8 ^ 
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•.; - • An Example of Basic Marketing Research - ; ^ : 
/.^T-^.'-. mm ' '■ Computerized Record Keeping Study 

The: f olldwing is arij example: of the use of marketing data by a small ac- 
qounting service to evaluate the^s a comput e r i zed re cord 

keeping •system . • r ■■■]. i I • 

Let us say there are 6,000 small businesses in your county. Of - 
this total, 50% can afford $125 per month for accounting services i 
You if eel ^you can design £ system for this market and ^gairi 10% of .£/ 
the market in your cqunty . If th^re aire two competitors for this 
market, what sales potential (in dollars) can you expect? ^ 

1. 6,000 businesses are my potential m^rke t ;'y but only 50% . \* 
can afford the service I plan to offer. :^T: ^: ; ; . 

. ; 6ooo x 50% « 3000 • -^r.:-^)^'- ■^^•^• ; v^; : ^v :; o'^.' 

2. 3, 000 businesses can pay $125 pea: month f or my services . 

3000 X 12 (months in bhe year) X $125 */$4 , 500, 000 

3. 10% of this market is my goal. 

$4,500,000 X 0.10 (or ten percent) = $450,000 

4. My sales potential is: • V' : "'' V'-:'.- :/"' -vA V--; 

• ' $450,000 ''■y: ''''':'P^--- ft--: ?*" v'-V-V 

3 « $150,000 per year 



This example shows that through the use of basic market research, the 
accounting ! firm has 'the information it needs to. make a decision about 
whether to design a new computerized record keeping system. By comparing 
the sales potential against the costs of developing and selling the sys- 
tem, the firm can determine if going ahead with the system will be a good 
decision.' •.' .-fv::-.-.; ■ .-V * ; '-"' T '.. 
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class Acnvrrr 

Marketing Research — Custoner Analysis 



, , ^ List and rank. five characteristics bf future customers that you feel 
will especially influence how you set up and conduct your business .Rank 
one as the highest (having greatest influence), and five as the lowest 
^having the least influence of the those you selected). - 



Characteristic ' '.vV'; ■ Rank 



1. 



2. 



4. 



r5. 



.Now,^ decide which group (i.e., customers- sharing a particular charac- 
teristic) you will concentrate on first. Have a reason for your selection 
and for ranking the characteristics in the order that you did. 
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Marketing Research — Identifying Your Competitors 
Who are your c 

market area , estimate their percentage! of market penetration and dollar 
sales in that markets arid est imate their potential loss of sales as a 
; result of ; your entry into the market * " .*. 



Name of Competitor 
and Location 



% Share Estimated Estimated Sales 

of Market Sales Competitor Hill Lose 

• Because of You ;'■{■■ 



1. 



2. 



3. 



How do you rate your competition? Try to find out the strengths and 
weaknesses of each competitor. Then write your opinion of each of your 
principal-competitors/ their principal products, facilities, marketing 
characteristics, and new product development or adaptability to changing 
market', conditions^ i ' 
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Marketing Research — Advantages Over Competitors ^ 

l^t? \ li8t of /characteristics that may indicate the advantages ^our 
fnfrL e ^° y ! ° Ve r' th0 , 8e offered b y competitors. Indicate those advan- 
tages by placing a- check in the proper space. If there is more than one 
competitor* you; will need additional checklists. ^C^W^'. • 

Produet(s) Product No- 1 Product Mb- 2 

Price •' .-v 1 '. .' v : 



Performance 

Durability 

Versatility 



Speed or Accuracy 
Ease of Operation or Use 
Ease of Maintenance or Repair 
Ease of Cost or Installation 
Size or Weight 



Styling or Appearance \ 
Other Characteristics 



Marketing Research — A Home Project 



Cleatly def ine - your product or sie 



^Name of 
Company 



Estimate Yearly Gross; income^ 
Product / S e rvi ce Def ini t ion: 
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SITE LOCATION 



PURPOSE : The purpos e of this unit is to pre- 
sent methods -for evaluating and se- 
lecting a site location for your 
small ' busine^j J 

OBJECTIVE: At the end pf 'this unit , you will 
have indent if ied the important fac- 
tors to consider in site selection 
and be able to apply these factors 
V when selecting a potential site for 

. your business. 
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UNIT 4. SITE LOCATION 

Finding the right location for your business; is crucial to its success 
or. 'failure. This is particularly true for retail stores that depend on 
convenient ^ to encourage shopping. Regardless of the 

business , you will want to halve the right amount of space f or ; your pur- 
poses You also will want an area that employees and customers can come to 
without concern for their safety . Any location is enhanced by its prox- 
imity to public- transportation and easy parking can make a site more desir- 
able to potential employees or customers. 

You' can obtain sound statistics on areas you select as possible busi- 
ness locations from the U.S. Census Bureau. The Bureau will provide you 
with demographic information, including the breakdown of ages and income 
levels of * potential customers. You will want to determine whether the area 
is growing and, if so, how much growth is projected. ^ 

Your Chamber of Commerce, local planning agency,; and local transporta- 
tion department also are excellent sources of information. You will want 
to make certain that zoning at your prospective site is ^ right for your 
business and to determine what business taxes will be required. Determine 
if there are any p ublic o r private construction plans that could affect 
business in a prospective site either postively or negatively • 

•If "you are in retailing, ask yourself if the business environment of 
potential \ sites would be right for your target clientele . For example , if 
you will be selling high-quality, expensive men! s clothing, you will prob- 
ably need store space that is in an attractive, prestigious, expensive lo- 
cation. However, if your merchandise is discounted men 1 s clothing, you 
should consider transportation to your store in selecting a r site. People 
in search of a bargain will make some effort to find a store location, al- 
though proximity to a major highway arid to public transportation is a major 
selling point . ' * • 

It is wise to spend some time in prospective site locations in order to 
find out; who lives or works in the areas and who passes through them. 
Would they make good customers? You might interview people on the street, 
asking them whether they would like to see a business located there. svThe 
more effort you put into learning about potential sites and analysing them 
in terms of your business, the more successful your selection will be. • 
- . V ■ .. : ; •■ : : . ; ' • ■ ; ■ . ' . ■ : : . . ' '. V. '>. \ ' 

.... Jf you are thinking of doing things like printing, accounting, crafts', 
art \work, or public relations at home, do a \ realistic job of estimating 
your ^space requirements. Where will you put tools, storage »bins, mailing 
operations, word processing equipment,, file cabinets, and display areas — 
now and later? How will your -family interact with these activities and 
space requirements? Who will cover the phones "pr greet customers? ^ Are 
there young grandchildren or pets kbout who may not understand why they 
should keep out of the business areas of the house? Can you have real pri- 
vacy, if your customer service requires it? Will a phone tied up by your 



f am **y give a busy signal to potential customers ? Will your business traf- 
fic keep family members from phone communication with their friends? Your 
business at home could make it more attractive for a thief. What steps 
will you take to diminish the risk of robbery ? What are the zoning and li- 
censing laws for your area? ' v >~ ::'■]:■■;{■■ 

These are not insurmountable problems . However, you should satisfy 
yourself that you have answers to them before you make a final decision to 
open up shop at home. A further list of questions - can be found in this 
unit on the Home Assignment, "Starting a Small Home-Operated Business." 




64 



59 



ERIC 



SUPPLEMKBTTAL INFORMATION 
What Makes Up the Ideal Lpcation?_ 

Although location Is often considered the concern of re tail businesses 
only , i t is an important cpnisiderat ion "for every type of business. How- 
ever the factors that c to an ideal location differ for various 
types of businesses • Answ questions can help you select 
the best location. T 

. .' .' . ■' . ;/ VL-: r '- vv ; . .. . • ,\ : : .V'' ; ■ ' : ■;" ' • 

■: ; . •.. •• . ; . • .' ■ ■- . . . : ■ ,.■ **f ;.i . •• 

." ; .' ' •/' , .'■ ] / >y ' ; .,V " V. ' .V". 

Retail and Service Business ^ ; :://■■'-■ 



o Retail compatibility -—Is your business located next to' 
businesses that will generate traffic for your store? 

o Is there an adequate number of area residents who fit your 
customer profile? (That is, what ages, sex, marital sta- 
tus, income brackets , education Jevels, etc. are represen- 

• • tative of the area?) ' : : ;# '-\-:. ■ 

p Is the general appearance of the area attractive to your 
customers? (Is it clean, well lighted? Do most stores 
seem properous and' stable?) 

o Is there adequate display, office , and showroom space? 

o Is parking adequate? 

o Is street traffic fairly heavy most of the day? 

p Is the area served by public transportation? 

o Is the location easily accessible: and easy to find? : 

o If you choose a remote location to reduce overhead, how 
will you be able to attract customers (e.g., unique items , 
low price, etc. )? ■ 

o Is police and fire protection adequate? 

o What are the Insurance ratings for the area? - 

6 Is the physical facility in good condition? 

o Does it reflect your "image "? / 

o If you provide pick up and delivery, does your location 
minimize travel time? 
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Manufacturing Business 



o Is thelplant centrally located to reach your # market? 

: o What is the nearby" competitive situation? 

■■■ : p Is there an adequate, sjupply of suitable labor available? 

o Is the necessary ai'r^ rail, water/ ^nd highway transport 
• ; tion readily available and at reasonable rates? 

; : b Is the delivery time acceptable to your major customers? 

'7,-. o Are raw materials or merchandise readily available? 

o Is the physical facility suitable? Is there 'potential for 
;. y , . , r expansion? . ' ^ ; ■ " v '_.._ 

■ 0 Is the attitude of the coiannunity favorable to your type of. 
"\. ; plant? //. • ^ ' • • ^ . '■>:■ 

General Consideration for All Types of Businesses 

9>Zbil±ng and planning ^re there restrictions that might 
■\ Y limit y*<^ur operation?- X \ 

| a Are any major changes planned for the area (e.g., new high- 
V ways, r^zoning, etc.)? Vy.'.: " : ^: :: r : \ 

' ^ utilities (sewer, water, power) arid communica- 

tion available? . . 

v o Can the site be equipped for any special needs that you 
■" ' have? ' ' - , : . 

o Are all conditions of the lease acceptable and- clearly un- 
derstood? ■ ' .V • ••, 'y 

■* o How has the lessor dealt with previous businesses? 

o Is leasing preferable to purchasing a site? 

o Is suitable labor available "and the general wage scale , rea- 
sonable? ; /". '.' ■ '■ 

o What is, the relative taxation burden? 
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HOME ASSIGNMENT 
Investigating Two Sites for Your Potential Small Business 

The purpose of this assignment is to give you practical experience in 
locating a site for your business. You are to investigate two possible 
sites. Write the answers to the questions below to help you evaluate the 
sites . When you have completed £his, use the scoring sheet to score each , 
site. This home assignment can be shared in class. * < 



Site Evaluation Questions 



What are the strengths? 



Site #1 Site it 2 



What is the cost per square foot? 

" Site #1 Site it 2 



What are the lease /purchase options? 
Site itl 



Site #2 



What is the distance from potential cygtoraers? 

Site #1 ■ y site #2 



Is there access for delivery of. supplies? 

Site #1 * • " . Site #2 

jyes no » y es no 

1 Explain: " * Explain: 



What is the distance of the site from home? 

Site #1 •'";./' " Site #2 



What is j^he cost and .availability of support services (parking, janitorial, 
etc.)? ( '.: * 



Site ft 



Site'y/2 
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HOME ASSIGNMENT 
Investigating Sites for Your Potential Small Business 



Score Sheet on Site Location #1 " ; ^ 

Grade each factor: "A" for excellent; "B" for; good; "C" for fair; "D/V for 

poor. ■'..[. : , / • ■ '. , 



1. 
2. 
3. 
4. 
5. 
6. 
7. 
8. 
9. 
10 
11 

12; 
13, 
14 « 



■ Factor ■ • • . 

Centrally located to reach my market. 
Merchandise^ or raw materials available. 
Nearby competition situation. 

Transportation availability and rates. F ; 
Quantity of available employees. 
Parking .facilities.; ' 

Adequacy Jl of utilities (skewer, water, "power,, gas). 
Traffic flow. 



Grade 



~4 



Taxation burden.-; 
Quality of police and fire protection.. 
Environmental factors (schools, cultural and community 
activities, enterprise of other business owners). 
Physical suitability of the buildOlg. 
Provision for future expansion. 
Overall estimate of quality of site in 10 years. 



Score Sheet on Site Location #2 



Grafle each factor: M A M for excellent; "B" for good; "C"; for fair; M D*\for 
poor. / ' ' , d - x 



.Factor 

1. Centrally located to reach my market. 

2. Merch^^ee or raw~materials available. 

3. NjellS^ situation'. V 
ton avaiiabtlity and rates. ; s 
^available employees. 

Lities. V; 

Utilities (sewer, water, power,, gas). 



Grade 




i ce ' and ( f ire ptp t e c t i on . ..' , 

factors C cultural and community "7" - — 

^^rn^^^^^ . dj^er business owners). ■■. . • \ J 

tafcil^ ^ : ■ < 

tl^^^,i00lty of site in 10 years. 

Adapted, frott IJ;.S; Small Business Administration publication SBM^ NoY ' 
201, Locating or Relocating Your Business . 
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SOME ASSIGNMENT 



Starting a Small Home-Operated Business 
Out 

1 . Lis t possible skills, hobbies, or talents that might be marketed from 
your homeV ,. .^\, \: >'-"-7. : - '• - r - >; 7 • 

' - : . '. '.{a . ' . ' '•"'.!'' .'/-■ ' . •• j t \ •. ■ ■ • ■•. . . ' ' ' • ' 

2. How much time can you devote per week, month, season, year to this 

■j.-:::;::'. business?. -...'-r\:;.,^-±- • ■ ... ; .. T . v: :. ., _•.„..., ; 

' To determine this, begin by drafting a weekly task timetable 

that lists all current and potential responsibilities and 
time required for' each. When and how can business responsi- 
bilties be added without undue physical or mental stress on 
you - and your family? > 

3. ^is t why you prefer to work at home . 

4. What changes in personal habits would be required for you to operate a 
home business? 

Examples : o Self-discipline to Keep TV of f while working. 

o Learn to limit personal phone calls in length 
4 ■ a and number. 

5. Where ill the home will you locate your business? 

■ . V:-r ■ ;:-y.i.'- ' ■ . •/ . . : \ '."'•.••7; ; : : - ; '-/ v.. ■.>'/".■ • 
What adjustments to living arrangements will be required? 
Cost of changes? What equipment will be needed? What are 
the costs and .availability? Do zoning and licensing laws 
permit you to operate from your home? > * 

6. Who will be involved in the business operation?" 

r-* Do you want toVbe your own boss? What tasks will each person 
involved, perf orm? When? How are employees going to be com- 
pensated? Make up a separate chart* of responsibilities for 
each potential employee. 

7. , List all possible drawbacks or obstacles to operating this business at 
home. Ask family members to comment on pros and cons. 

• ;. ' \ ' '• ..... '. ,' •• • ' ' •-. •.-'-..* . ■ ' '- 

8. Interview successful home-based entrepreneurs and ask each the above 
questions. Compare their answers* to yours . 

9*"* 'Share your findings with other class members interested in at-home work 
environments, y v 

10. After In-class discussion, re-evaluate your work environment plan to 
, adjust for new insights /findings. ; 



BOMB ASSIGHMEHT r > 

Starting a Small Home-Operated Business 

Work Environments At Hone , . :r ^ 

List possible skills , hobbies , or talents that might be marketed from home. 
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\ HOME ASSIGHMEHT 
Starting a Small Home-Operated Business 



Work Environments At Home :. 

List all the daily responsibilities you presently have at home. 



Responsibilities 



Monday Tuesday Wednesday Thursday Friday 




Responsibilities on weekends : 
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HOME ASSIGHHEHT " 
Starting a Small Hone-Operated Business 

Advantages/Disadvantages to a Home-Operated Business '\}v\j0C'\ 

List all possible advantages and disadvantages to operating this bus iiffess 
at-home, ... ^ 



Advantages Disadvantages 
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UNIT 5: ° ADVEBTISIHG 



PURPOSE : The purpose of this unit is to provide 
' guidelines to use when advertising 

your small business. 

OBJECTIVE: At the end of this unit, you will be m - 
able to develop an advertising budget 
and be able to weigh the advantages 
and' disadvantages of different types 
of media so your advertising and per- 
1 sbnal selling techniques will be cost 
effective and profitable. 
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OTIT 5. ADVERTISING 



. You might have the best product or service in ; your field, hut unless 
people know about it ,/your business will not succeed. To advertise is to 
call attention to yourself . As a small business owner with limited re- 
sources, you will want to make sure your advertising dollar is effectively 

' . m : ';. <> : W :: • ; 

When planning your advertising campaign, you should assess your busi- 
ne s s~by ~de t e mlhi ng-who - y our— cus t omer s -wil 1^ e r . 

Your ad campaign should be based on a clear understanding of your business 
and its image. Ask yourself these basic questions: 

o What need am I meeting? 

o Who, specifically, will my customers be? 

o What are their tastes? 

o How can I best attract them to my business? 

o Which income level, am I kiming for? 

o Why will people want to do business with me? 

o^How do my products or services compare with those of ' 
ny competitors? ; . V '- 

p What special customer services do I offer that I can 
■ ■ advertise? . . " % : 

o What image do I want my business to project? 

You will want to think more about the lifestyles and needs of your tar- 
geted clientele. To what kinds 'of media are they exposed? To what types 
of advertising will they respond? In doing business with yoji, will they be 
looking , primarily \for bargains, status, or convenience? -What kinds of* 
shoppers, homeowners, or businesses are current ly-^ln your community? Know- 
ing as much as possible about the preferences of your potential customers 
will help you to better judge > what products or services they tffeed. This 
knowledge, can help you decide what aspects of your service or ptoduct busi- 
ness to emphasize, in which ipedia, and when. 

, y f - 

Most small business owners prefer direct-action advertising that is de- 
signed to bring in customers to buy a specif ic item or service rather than 
institutional advertising that promotes -the firm in a general way. When 
you are advertising a specific event or sales item, you also are clearly 
promoting your entire business. You may prefer to try both types, however, 
and see which seeds to bring the best response. 



Advertising media include: : * 

■•'■■•.••6 -Hewspapers; • : ' ,: l.;-V : Y.v. ■ ■ ' :W/ ; ; 

o Television (national and local) 

o Radio (national and local) 
;-.'.o Direct, mail .'• V V\'" --'.v-r 

6 Billboards; 

o Handbills -.' ''-'J' '. " '. '. 

; ":' >; .■ - •. o Signs - ; . 7 : ; -- '• '"• : • : - 

— —7 ~~ v : iO XeWLpw pages section of the telephone directory --^■•-•^■-V;-- - T - 
f ;. fb Worgjpof -mouth by satisfied customers J'^'A 

o ^Friends, associates in fraternal and civic organiza- 
; ' t ions , members of your church or synagogue. v 

Many of these forms of advertising reach large and usually general audi- 
ences. Direct mail allows you to tailor your ads to your best prospective 
customers. Handbills and signs enable you to alert people in the vicinity 
of your -business presence. Sometimes a small business owner in a busy 
downtown area will hire an individual to walk around the neighborhood wear- 
ing a sandwich board (boards with advertising col$5^ joined by straps or 
chains oyer the shoulders). 

Costs of the different media vary widely and you will have to choose 
which media are best based on your clearly defined target audience and your 
advertising budget. Establish a dollar amount of your sales revenue as 
your advertising budget. Your initial advertising campaign also should be 
budgeted. For example, if advertising in the major city newspapers regu- 
larly is too expensive, consider placing ads' in: smaller neighborhood or 
. suburban community papers. ? Y\ . 

When to advertise is important. You might find that one 3d in the Sun- 
day paper will bring you more customers than several ads placed during the 
week — or just- the apposite. Here again, you have to assess your commu- 
nity and their habits of responding to advertising. You should experiment 
jf^to determine what advertising schedule is niost effective. Advertising is 
J I one of the primary sales vehicTes for your business. "Use your ingenuity! 

J: As a learning exercise, you might want to design an advertising cam- 
paign for your projected business, v Be sure you tie the focus of your cam- 
paign into your marketing objectives, including target clientele. In de- 
signing your campaign: ^ 

•' , '■; • / : \." ', - : •• '■: , _ • .<'-;•". ■ . . . . . ..• 

o Determine which media you will use and when. 

o Determine your budget and how you will allocate it 
among the media you choose. 
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o Call the local papers, telephone compiany,/ and others 
^ to find out the various advertising /rates available 
for sample ads, : . ~ : j. ' 

o /Consider developing ^ calendar for your ■ '■ "7' : 77* . 

business to help you take ad^ 
son and holiday sales potential, 

7 Fina lly * do not forget the boost you can /get from your supplier and 
from oth^ know where I can 

get (a product) ?" Or, "Do you know who does a good job (in providing a 
service)?" If you satisfy your customers, people in other businesses will 
be happy to refer potential customers to you, and satisfied customers not 
only come back, they tell others. The effects of that grapdVine will 
spread quickly in your community and possibly beyond. 



7- 



■ / 

7 

/■■ 
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UHIT 6: ,' FIHAHCIAL MAHAGEMEHT 



PURPOSE: The purpose; of this unit is to pre- 
sent the fundamentals of finaficial 
management* t 

OBJECTIVE: At the end of this unit , you will 
a be able to name the basic elements 
of an accounting system and analyze 
financial statements as a guide for 
financial rinanagement. You will be 
able to j^rjspdre a cash budget for 
your first- year of business and de- 
velop a resume to use when 'seeking 
sources of financing. 
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UHIT 6. FIHAHCIAL MAHAGEMKFT 



Financial management /is the process of analyzing and monitoring the fi- 
nancial performance of /your business so you can assess your current posi- 
tion and anticipate future problem areas. The daily , monthly, seasonal, 
and yearly operation of your business requires attention to the figures 
that tell you about the firm's financial health. 

As a financial manager, you will rely on data, from accounting proce- 
dures that are absolutely essential for both long-range and— short-range — 
planning. Consistent use of financial data yielded by your accounting sys- 
tem allows you to: 

o Keep close tabs on the performance of your business., 
o .Spot trends. ' . •: 

o Plan ahead. 

o Take corrective action if necessary. 
You need to know about several types of accounting records:* 



o Cash records showing receipts and disbursements, 
o Inventory records, 
o Payroll records 

o Insurance, leasing, and investment records. 



Although you may need only a simple accounting system, it should do at 
least the following: . ' ^ % 



o Give you*an accurate, complete picture of your operation. 

o Provide you with the basic financial statements you need for 
^ taxes, reports, and loan applications. 

o Help you spot employee fraud,, waste, and bookkeepings errors . 

No matter how simple your business is or seems to be,., you should have an 
accountant to tailor ah accounting system to your specific heeds. 



The three most important accounting tools for the small buinsess owner 
are: the income statement, the balance sheet , arid the cash-flow forecast . 
The income statement indicates the. bottom-line profit figure for a given 
period, often a year/ For a service-oriented ^business, the income 
statement might look like this: , 

. Gross sales revenues $100,000 : For year ending 
Operating expenses " 70,000 December 31, 1983. 
Gross profit 30,000 
. . Debt service — — — — 15^000— — — 



V 'Net pre-tax profit . $ 15,000 

. For a retail firm, the cost of goods sold 'also must be subtracted from 
total sales revenues, as this example shows: 

Gross sales revenues $100,000 For year ending 

Cost of goods sold 50,000 December- 31, 1983. 

Gross profit 50,000 > 

Operating expenses " A 20,000 % / 

, Profit before debt service 30,000 

. 1 Debt service 15,000 

■ * -,- ' *■. . 

^ Net pre-tax* prof it $^15,000 ^ 

■'■ ,y ; ' . ; . : .. ' ."• " ,*. . " - — " \ 

The balance sheet captures a business at one specif ic point in - time 
rather than over a given time period. The balance sheet displays the total 
worth of the business, its. assets on one side bfv, the page,, and the liabili- 
ties and owners 1 equities on the other side. A;' better way to say this is 
that the right side — the equities — of the balance ' sheet show how the 
entrepreneur financed the venture; the left side . — assets — show how Tfche 
owners invested the money they obtained. (See the sample balance sheet in 
this unit.) 

Neither the 5 income statement nor the balance sheet will tell you about 
the amount of cash you can expect to have on" hand in the short run to pdy 
' "bills. This is the role of the cash-flow; forecast . The crux of the cash- 
flow issue is the time lag between collecting accounts receivable (money 
that is owed to fcfie business; for example, from credit card sales) and pay- 
ing -accounts payable (what the business oi^es its suppliers in the short- ■ 
term)*. The forecast will let you know fiow much cash is available to you. 

••; : ■'■ ' • ' '. ; • • ', " ... fc . • v " : ■ ' ^ ' ' 

One important financial management tool that the new entrepreneur 
■ : . should know about „is the break-even chart . This chart attempts to pinpoint 
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the exact figure at which the business* is breaking even. '(A sample break- 
even chart is included in Unit 2). Everything above the brook-even figure 
is profit, and anything below that figure is lose. Note that fixe'd and 
variable costs are allocated separately and summed to obtain total costs. 
The total costs are* matched against, total saleS revenues for the same per- 
iod. To obtain the break-even *polnt in dollars, use this formula: 

:. : : ' / ^ ' ' :• : 1 

"' Total Fixed Costs . 

• L, Break-Everi - _ " ■ y ■ .' y . : ' ' . ;' ■ 

Jj£\ (Iln lts) — Unlt-SeUlufr^iGe-^Vari^ble-GoBte^er-- Unit— 



NOTE: Break-Even Dollars - Break-Even Units X Selling- Price 



Cost's that are not clearly either fixed or variable should be assigned ar- 
bitrarily to one category or the other. Reducing fixed costs by a dollar 
has considerably more impact on the breakeven point — lowering it more — 
than reducing variable costs by a dollar. 

.* : . The break-even chart usually is used at the end of an accounting period 
to determine, the point at which a given firm will begin to earn a profit. 
The chart also can be used, at any time to determine the effect on profits 
that any increase or decrease of sales might have. 

The SBA 1 s management aid pamphlet on the break-even analysis (Small 
Marketers Aids No. 166) outlines some basic uses for the tool: 

.'";'*,..>.: : ,v..o : . ;-;\, ■ 

1- The break-even analysis is a cheap \ screening device. 
Discounted cash flow techniques require large ^amounts 
of expensive-^to-get data. Break-even, can tell you 
whether or not it is worthwhile to <fo mo^re intensive 
, (and costly) analysis/ :> 

2. The break-even analysis provides a handle for designing 
Product ^specifications r Each- design has implications 
for coat. Costs affect price and marketing f easibi 1-- 
V ity. "Break-even permits Comparison of possible designs 

.^before the specifications are frozen. V '^Sj. 

3y The break-even analysis serves as a substitute for es- 
timating, an unknown factor, in making pro jeet\ decisions^ . 
v» ; . In deciding whether or not to go aheadyon the project, , * 
y there are always variables to be considered, for exam- . 
pie, demand, costs, price, and miscellaneous factors, 
y . When most expenses can be determined, prily two missing 
^ ^variables regain, profit^ (or cash-flow) and demand, y ' 



Demand Is Usual 
that profit mus 
point ) 'i v you can * t, 
mtiat have >, to make 




• tbugiSe^^to .^es-ti^;t e^ / "iBjt > cieci ding 

tfne ^dei^nd you 



Hatio Analysis 



miiat have to make i^the^^) jecfc & #eas dnable bunder takings 



Several forms .of / ratio '-'B^^tMsl 
p rof i t^^l^ty , bj^^ 



o Current' ratio. 




help « you determine your f irm 1 * 



6 Acid 



£est ratio. . , % f * *\ ' ^%V'^J<S% . ] k .< 



o'P r op r 1 e'tors hi prat 
o iJet profit-net s 




receivable) divided by 
fchTtf rati&^should, be at 
ur personal investment 



vyour, business ;;diM fled , . ^ the ^'go t al • a siae^^^?^ r business; ideally it 
mid by at leas* 0^50; ~ half of .the as- 

-s^fef; oj^ lyoiir own busine^;^^|he xatio " of ^n^r^ pr of i t to net sales is «your 
X , profit ^a£ter^ include money C ol- 

l$c ie^ani moniey;, due) . I f y ou ^ - this;, , rat 16 by 100, you will ; get the 



•percentage of vprpf it. 



^..^ profitrand-loss statement,. are included iii 

. : this; ; uni^, / ;K derivation of some common business -terms such 

; and, rate of retiirn is sKown in the brief 



;^y. 



Should You Use a Computet? 



You may nbij^ifee i a ' tbmpu t er • 
need' ea : 9ily'-|.^thout;- r, a> cpmputer, 



If you can, obtain all the information you 
yoii? may "be better 'off. -However, if you 
/ need to ase :.dat a'< several ways, process data extensively, or make long file 
s e a r ch e s ; ^ you mi gh t want " a ^computer to speed tip these processes. If you 
need: a computer , ^.Investigate various options in addition to buying one. 
* Computer servic^biireaus are a possibility. They sell completed programs 
and computer time. , Obtaining a tailored^ program 'f'&im a service bureau, 
however, can prove 'costly and dif ficult, .' y 
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^^UPPLKMENTAL INFORMATION 



Key Rat iq^! 



The following are definitions of key ratios' used to evaluate tlie financial 
position of a business. : 



Vocabulary 



Current; 



Current Assets 
Current Liability 



Quick Ratio = 



Current Assets - Inventory 
Current Liability 



u. 



Debt Ratio 



Long-Term Liability 
Total Assets > 



Gross Prof it Margin 



Gross Profit 
Sales 



Net Profit Margin 



Net Prffilt 
Sales ^ 



Rate of Return 



Net Profit 
Net Worth 



Inventory Turnover « 

" 'HI' . 



Cost of Goods Sold 
Average ^Inventory 
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; SUPPLEMENTAL INFORMATION :V t 

• •' .• . • *£r. ' .• ' v • .. • 

'• .. . - '•••'...>•'/.• ;v •' • . ' * .... .' J j • ^" ;, r^ \, 

. '.:i&p... -v Business Records: ': <iV;^*r>v' 

. ; r,tZ\t$$$P. ••• - ■'■ •• • . .^-v.-^r . v • 

: .^V>:Vv v >'*( : . ;•' ' " ' , ! '^--;v-::', 

: $F*JS f ?^ 6 ^^^® st i?- 0 ^ will Lhelp you to understand th£ ne£d :^foir ; the 

various' types^ off records a ^business might use . f 



JL«-_JiowLJM 



?2.fr Which expenses appear to be too' high? 

-'.«v»-: •■ -"'J-Jf ■vt.Vi v < ••' ■' • . ' ' ' ' ' A ■ 

3^:Whjit" i£ ..mjrvg.r'oss prof it margin? My * net profit? 



■J* 



'•• ; Bjaw ;mujEp^^I • collecting on my charge business? 

.Hand and in the bank? ^ 




what is the *• value of my owners 1 

« ^T«^irr- r ^ r ^-^ ^-^ w ^ n my- receipts ; expenses, profits, and net v • 

IQ/^^ lPy^^ or growing worse? . 

. 'l^r. Ho^;^ compare .with what I ; owe? What is the per- 

•„'.•. , r : : c^t^^;o|. return on my investment? _ 

. •••• < •','»,■•/' ;f /; -•■ .,>..' . • r ■-. ■.. 

^.^j^" 12 ^;';HS«^a^'. cents out of each dollar of sales are net profit? 

°y}^ c , . ' questions may be ahsWere^ « 
b ^^^u s ^ ts ajid prof it-and-loss statements. To prepSicJe;- these fundamen- 
t ^^^?^^^ t ^»Vy° u ne ^d to record information about ; tr^actions as they ,■' ' ; 

this informaiton in an orderly fashion and in sufficient 
^fetail^,^ y^|ban answer other vital questions about your business such as:^ , v 
,f#hat products or services do my customers like best, next best-. atiH qo on^f^ / 



%at^inds of records and how many you % need depe«d upon your particular 
opera^^orv^ For example, a carrier selling newspapers part-time each day 
does j^otfneed inventory records. Carriers buy and sell their entire stock 

'. ' ■ -f." : i a; / • •' •■■ •■ ■ , • »■■■■■ , 

• ••• ' ♦ ' -'81 ■• ■ ' . ' :■ 
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each day. ' But a shoe store Sr^^ress^shop operator will soon find that 
:he6y!: ; ^ha: cannot keep the needed ': inventory,: ..xiffpj^'tion. -by/vnewry alone. 
Below is a list of records, grouped according to their use. None will be 
Reeded by all bu^ a few of them. As a matter of 

^ct, • you should riot maintain a recrbrd without . answering the questions: 
(1)>; How will v v this; record be used? ; (2) How important is the information 
likely to bej; ajrid (3) Is the information available elsewhere in an equally 0 
accessible form? Here » is a' check lis tr- which may. call your attention to 
some records' you could use to - great ^advantage. zrfk 

Cash Records . •■ 



These records show what is happening to c§sh. 



; o Daily Cash Reconciliation 
o Cash Receipts JpurnaJL^ 
o Cash Disbursements Journal 
o Bank Reconciliation 



Inventory and Purchasing . /' ' .^r/^W"'-' 

These reC'oirds provide fact s>-to help with;b 4 uying and selling. 



o Inventory Control Recp^d'^/- r ^.'>" ; ... 
o Item Perpetual Inventory Record 
o Model Stock Plan . v 

-cr Record^, ,, r . '* \. •' 
:;&^^U^ha : ?e Order ?irfe ^ 
l^^lj^ Purchase Order File ^ 
- o^Sup^eir File ? ' • > ' 

o "Price change Book ' • ' './' )• 
o. Account Payable Ledger i v r 



Sales Record 




These records'* reveal f acts to , determine' sales trends. 



o Record of Individual Sales Transactions 
d Summary of Daily Sales 
o Sales Plan 

o Sales Promotion Plain * * ^ 



Credit 



These records keep[|jt;rack of wfio owes you and whether they are pay- 
ing on time. j 

o Charge Account Applications 

o t Accounts Receivable Ledger 

o Accounts Receivable Aging List *•? " 
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Employees 



aln 



These records maintain information legally required anil ar 
ful in, the efficient management of personnel. 



elp- 



o Record of Employee Earnings and Amounts Withheld 
b Employee Withholding Exemption Certificate (Form W-4) 
o Record of Hours Worked ; 
o Record of Expense Allowances 

o Employment Applications v ; . ,' ~ 

©^Record of Changes in Rate of Pay ;3 i . V 

o Refcord of Reasons, for Termination of Employment V 

J> Record of Employee Benefit ; " 

o Job Descriptions . ; • ^/ 

. o, Crucial Incidents /Record %• 



Fixtures and Property 



5 



These records keep facts neede^^^ taking depreciation allowances 
aitfi for insurance coverage andicT'* ' " 



o Equipment Record, 
o Insurance Register 



ble-entry bbokke 



Bookkeeping 

Tjitiese records, in addition to $ 
if you use a 

o General 
v o General U- 



For efficienj||^^a^|l^ information from records to vk^fep 

stock in Hne wot 'saiea^^^ and f<5r tax purposes. Further- 

more, ybu should, use records to plan. With a well "... thought"<>\t business 
•plazas; a guide, <jfcou strengthen your chances for success. A reco^tp^show 
the Statistics of your bus^ije^ plan is 1 the budget • Working up a budget 1 
£ ;: A tielps : " y.oix'^to- de tWiin^/:>ju^^^M|Lich' : , increase in .profit ;is treasonably with- 
in reach. , The budget wi *^|^^^ r " s u ch questions; as: What sales o will be> 
needed to achieve my desir^^||^j[t? What fixedi expenses wUl be necessary * 
th support these sales? Wha^^^riable expenses /Will be inc^red? 0 ' V ; 





fas^abpve; are needed 



A budget enables ypu to set a £Q*al and determine what to dp : in order to 
reach it. Of cours^f your budget should be compared periodically with, 
actual operations. With effective records you. can do this. Then, where; 
d±s 9 r e p anc ies ; • sh o w .up corrective \ action may be taken before it is too late. 
-The right. decisioi> fpr the right corrective action will* depend upon your 
knowledge of < mana ge inn t techniques. .in - buying, pricing/ selling, \selecting 
and training .j^lraorirtgl,"" and handling other management problems. 
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SUPPLEMENTAL INtfORMATIOH 



Profit & Loss Statement 



December 31, 19 
Dollars 



Percent 



Net Sales * V 

Cost of goods sold >" 
Gross Profit on s°ales 
-Expenses 

Wages* • 
Delivery expense 
Bad debts allowance 
. ] .\) . Opmmunicatioris - 
/ ' Depreciation allowance 
i-fV Insurance 
; Taxes .. a..'. 

Advertising F-f , & 

^ ^Interest . • : . .;V 
^ Other charges 5 ^ 
s - V Tdt&i: ? expenses ' 
'■::^''<:'P - ' • :; 

Net profit, 
Other income 
Total Net Income.. ' 



$ . 

$ • 



■ "arc 



% 
% 
% 



%. 

% 

% 

% . 
% • ■ 
X ■ 

% , 

% 
% 



7 

* /o 

% 



fir 



:-:.v-V PV r< vV'£ . • v^^^:^v.v ? : • 



\ • . • - ■ • .- . '.:":*■■ .. . 

■ / Source: Ratio Analysis -for Smair Business t U.S. Small Business Adminis- 
tration, Small Business Management Series Number 20. 
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SUPPLEMENTAL INFORMATION 

Profit & Loss Statement 



Net sales 
Cost of goods sold 
. Gross Profit on sales 
Expanses 

Wages 

Delivery expense 
Bad debts allowance 
Communications - ■■ 
V v Depreciation allowance 
* Insurance " '.jjg ■ . 

Taxes ; ' " • ' : ' v 
Advertising 
•interest ^ '. 
• Other charges 
Total expenses 



Net profit 
Other income 
Total Net Income 



December 3 1 , 19 
Dollars 



$ 68,116 y 

47,696 
$ 20/420 

.... .■ 



6,9/ 

:< 954^ 
409 
204 
409 
613 

1,021 

1,566 
409 
749 



$ 13,282 

$ . 7,138.-* 

,886 
$ 8,024 



Percent 



100. 0 

,70,0 
.30.0 



10.2 
1.4 
0.6 
0.3 
0.6 
0.9 
1.5 

'2.3 
0.6 

i.l 



19.5 

10.5 
. 1.3 



% 1 




Source; Ratio Analysis for Small Business, U.S. Small Business Adminis- 
tration, Small Business Management Series Number 20. 
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0f FOR:> ABC Company 



SUPPLEMENTAL INFORMATION 
Balance Sheet as off 12/31 19 83 



Cash 

Accounts receivable 
Inventory 

'-Total current assets 

Equipment and fixtures 
Prepaid expenses 
Total assets 



$ 



Notes payable, bank 
Accounts payable 
Accruals 

Total current liabilities 

Total liabilities 
Net worth 

Total liabilities and 
net worth 



Cash5^ : • ". ' .: 

4^g^ & ^?ivaJ?le 
Inventor^, j^ y . 
1 Totals cif r r eti t ks is e s 

Equipment and fixtures 
Prepaid expenses 
Total assets 



$ 


1,896 


Notes payable, bank- 


$ 


2,000 




1,456 


Accounts payable i-^'-—> ' 




2,240 


$. 


6,822 . 


Accruals 




940 


10,174 


Total current liabilities 


$ 


5,180 




1,168 


> • 

• Total liabilities ■ 


$ 


5,180 




1,278 


Net worth 




7,440 


$ 


12,620 


"Total liabilities and 








net worth 

.:• .- 


$ 


12,620. 



ERIC 




S,ou rce: Ratio Analysis for Small. Business , U . S . ^Staal 1 B us j 
Jtioi^, Small Business Management Series Number 20. ^ ^ - / 
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CLASS ACTIVITY 
Case Problem 

The following data were taken from the" fl^lncial statements of the Coit 
Corporation for. the calendar year 1981. 

1 . Figure the rati&s for Coit. r 

2m What possible^ management- problems are indicated? 



^Coit Corporation Balance Sheet - December 31, 1981 



Cash 

Receivables 



v$ 55,000 
70,000 
200,000 - 
$ 325,000 



....>- ^Invehtory^A: ' - 

: *■ '" "'-V. " - 

Net fixed assets ^$^150,000 . 



Total assets 



475,000 



> 



Accounts payable " $ 40., 000 
Notes payable 55,000 *■* 

Other current liability 25,000 
Total current liability $120,000 

Long-term debt w< $ 55,000 

Net worth , . ^ 300,000 ^ 

... - v ^>- v ... . * .'- 



$ 475,000 / 



' LlaWJ.il ty and owner's 
equity 



Colt Corporation Income Statement r- December 31, 1981 

" Saie^ 



$ 690,000 
^ .„ 505,000, 
Gross .prtqfJLt . ~ ;$~ "185 ,000 

Selling expenses $ 7 70,000 
OtHer'^expenses ^60,006 
• ! ^ : ' $ _1.50;000 , 



$185; 000 



$150,000 



> 



^Operating profit ^ r 
.Les§ interest / .^ - 
Net *prof it l?^f p 6lre ta^ces 
Taxes • ^ 



Net profit 



4^ 



$ 351000 
- 6,050 
: 28,, 950 
141475 

$ 14,475 
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GLASS ACTIVITY SHEET 



. -Case Problem' — • Ckah ^odgijfe/'^.v.;,-'^ ;/ / J ;; - " ." j. ? ^ ■ 

The .following is a case problem in preparing; a- t3a^|bt|dgfet . Ule^d l^r- the 
case and answer the three questions' that follow. ^'W^Mi ' 



". \ '." ; - - A ? eed t f a.;;Cushlbn. < •' .yj - * 

Each -semester,-. D^j^iTaggart f s Small Business Class * is . broken up 
into teams. Eaeh^team is assigned a local business. Its job is 
to go into the busiS^ss and, study the* f irm's* operations as well as 
any problems it mfgtit be having. The students work with the \ 
owner-manager, ask discerning questions, and try to lielp solver the 
firm's problems. 

, ...» • . 

One of Dick's teams have been working with a small manufacturing 
firm. The manufacturer has consistently had a cash flow problem 
It seems that the business is always running out of cash \excep 
during its big months of February through May* However ,^W|^S;tii^ 
dents had been unable, to get a reply from the owner in r^spbrise to ( 
their questions about his cash budget . Apparently he does not 
have one. ^^^- •'•^ > ■ ] ^ v"^ ". . • . 

■-■*** ■. ' ' • ^ * ■ 

Based oh the accounting records that the team was able r t o .find, 
the owner's inflows and outflows of cash for the first fiscal year 
■are as follows: '. ' ■ 




Month 


Inflows 




Outflows 


January \ 


$ 8,000 .. 






February 


3X5,090 




Hp,ooo 


M^rch 


- ^20,000 • 


^^2,000 


April v y 


22,000 




12,500 


May 


25,000 




: 13,000 ** 


June 


r ■ 15,000 . 




12,000 


July 


10,000 • 




11,000 


August 


11,000 




11,000 


September . 


9,000 . 




; 10,000 


October 


8,000 




10,000 


November 


5,000 




9,000 


December 


7,000 




10,000 



.>3% .' 



.The financial: records also show that thS^'O^^ 
$5,000 cushion because all bills are pa[i^ of the 

month, but inf l/Ows tend to come in c ^^^^^^^^PJ^^^ie month.; 

' a Thus there are fluctuations th.roughj^ re- 

-fleeted in. the: above inflows and "<m^^^ 




*1* What is net inflow (or outflow) of cash on a monthly basis for 
^ tjiis f irm? What is the cumulative net cash balance, assuming 
" that the owner started the year with $1^000 in cash? 



2. Draw up a cash budget for the owner using the data in this 
case and allowing for a minimum $5,000 cash balance at all 
times. - Based on your dat&, does the owner neiad to consider 
borrowing money from t her bank? V rt 



3. Drawing on. the cash budget you constructed in answer to the 
previous question, what; recommendations would you make to the 
owner? Be explicit in your answer. v • : ' ' 



' Jfc> 



•r- 



■ 



r 



Case Problem — A Need for a Cushitii^— AMSWHR 

1 . . The net: inflow or outflow of cash on a monthly basis for this f i*m, and 

- •the cumulative cash balance are .the following: * j- . , ■ * 

Het Inflow 'Per Month ' Cumulative Balance -A^^. 

^ ■ (starting wl^$l,P00) ^^ r 

- $ 2,000 . - $^1/000 

4,000 1,000 

8,000 11,000 

* : 9,500 20,500 

12,0*00 _ 32^500 

' 3,000 35,500 

- 1,000 34,500 

o * 34, 500 




1,000 '•''■■.■.> 33,500Vv#^.d^4^ 

2,000 . 31,500 

4,000 /: • 27,500 
3,000 24,500 



3*' ■ : 



2. Afte* the students draw up th^ cash bfctiget allowing for a miriiraum of 
$5,000 cash balance at all times, they are going fc to j find that the tcpm- ' 
pany needs to borrow $6,000 for the month of January, but ckn pay off ' 
^ ^> the entire loan by March. ^ 

7- 3^p^Drawing on this cash budget, the owner needs ,, to obtain a small * loan, • tV\ 
/from the bank rightVnow. : / v. \& 

S- '■■ • . q ". - • ■'. . ; 



V 



: *?> Source: Hodge tt; and . P. Keel, "Preparing a iCash Budget Case 

Study, "- topics 'iriV Small" Business* Managemept , (Kendall-Hunt / Publishing 
Company), 1980. s , ■ ; v / 



• '- • - ..... .-' = .•■ ..- , ,. : • . . S 



0 

ERIC 



. SUPPLEMENTAL INFORMATIOH 

The Microcomputer and tduv Smail Business ? .* 

^. Microcomputers have b^en . available to persons in smill business f or : ap- 
pibximately fiVfe years . Most microcomputer systems with' capabilities to 

■ , Wrye fc small businesses have at least for or five- standard programs. Trie 
programs, commonly known as "software, " include: : ' * ■' 

'' * ; : .. ■ '.^S^'^P^ .". ■ ■ : ; 

• 1... Word process itt^^^;:^'^'''' ■. ( .. . V"-. " 

£. Storage of facts and/or figures in a data base with ^ 
' - methods for sorting and searching the data base* \ 



■V 



3. Bookkeeping packages with capabilities for payroll, 
general ledger, accounts . receivable, and accounts 
. payable- t;. . ^ .■ , ■. ; . . '\ 

. 4. Business jnailing lists, luch a£ a program for doing 
a market search or for keeping a list of regular or 
potential customers. * ° 

5. The capability /to compute W-2 Forms for incpme tax 
purposes. - 



Using a microcomputer cai/help you witfh your own business, but it also 
can provide settees to others. v Fpt example/ if you have a bookkeeping 
package, you can market the bookkeeping service .to other biisiness^ownefs. .-: 

The following example shows how a micrpcomputer can be a time-saving- 
device in a small business-* A payroll clerk took all, week to do the^ pay- 
roll "by hand" for Company's 150 employees. .Using a microcomputer, 1 that 
same clerk completed the payroll in approximately four hours. Since pay- 
roll generates nb' income yet is' a necessity in a business with one 'or more 
employees,, a -computer can be a good way tp make the job easy , anji* jnuch less 
time consuming. . ; . . 

As in everything else ybti do when starting a. small business, you should 
investigate thoroughly your. need for a computer before, deciding to buy one. 
When looking for a compute -and deciding what you want: the computer r to dp 
for you, think about fchgrollowirig questions: 

' <* ..*' . : . " : - m r •'• ■ . . 

o* How do I vrant to use a computer in my business: 

--What data must. 1. get from the computer to nih* my 
business and save time and money? / . 

— What form shouj^data be in to use if. effectively? 



• —Hew much storage capacity do t heedf 

• \ :. ■ vm.--.-\--v: . •/;»•,' 

, - . —What is it jgoing to' take to input my data? 

'. . v ' ■ ■ ■ ■• • ■ . ■ ■ • : v; : * ■ \ y. ' ' ■ : •• 

o What are the required and preferred features of the 
computer to get the results I need? 

o How much money do I want to spend for a- system? 

o What software package (s) should I inyefets.in .for my 
small business? / \ J> 



o What type of microcomputer do I want to buy, lease, 
use to provide t'he services I need? 



Trade journals, periodicals, arid the yellow pages can supply you with 
the names of microcomputer firms. Contact several firms. Make an appoint- 
ment to have a demonstration and get the information you need first-hand. 
Describe to the salesperson the "business you plan to start. Do not make 
any decisions until you have had all questions answered to your satisfac- 
tion. Generally, you wi 14 get enough information to help you decide if you 
should invest in a /microcomputer. If there is a convention having a com- 
puter show nearby.' -iake sW time to view the exhibits and to talk with 
sales representatives. , , 



V 



/. 



' .J 



J- 



ERIC 



92 



97 



UNIT 7: MANAGEMENT 



4- 



./.. . 



.7 



PURPOSE: The purpose of this unit is to present 
the management skills needed to operate 
^your small business, successfully. * 

OBJECTIVE: At the end of 1 this, unit , you .will un- 
derstand the planning skills, decision 
making skills, ". and human relations 
skills necessary to be an effective 
manager in small 4)us^ness. 
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MAHAGEMBHT 



- 'Managing people, time, and 'resources effectively will be an important 
part of your work; as £ small business owner. / ' 



v.- 
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Managing People , , , ■ 

■o- ; 7- ' : <: ! ' ' i ■'. '■ ; : . V'- ' \ ; ""■'*'<■. . " ; • \ ' . 

Let's look at the human relations part of management first. Establish- 
ing good working relationships with partners, employees, ^suppliers, and ad- 
visor's is' essential* to harmony in any organization, regardless of size. 
Human- relations! means treating the . other "person with respect and dignity. 
If you are overbearing, the chances are that few people will extend them-/, 
selves to -help you develop your business and fewer still will want to work 
for you any length of time. 

■ .f.'-r.V " // . ; • / ;\\ ' \ ■ « . 

If you havei a partner, his or her skilus should .complement yours. 
Thus,! each* of you will be able to handle segments of the business, using 
you'r strengths Vo their maximum^ effectiveness. (In the interest of "effec- 
tive, management,'" both partners should know how to run the business well, 
with each functioning in that 1 part of the business in* which he T or -she has 
expertise. ) i- ' ■ ' ■ v *. •" 

: v ■ ■ I v v. > ;• .;•.'>,• ■ u - 

Before you hire anyone, you and your partners or co-owners should as- 
sess your personnel needs. \ You should be able to communicate clearly to 
the applicants 
organization. 



As a small 
time orienting 
and are r highly 
when they are 
the worker as t 
to more recent 
employees, but 
workers involvejs 
■ task at hand and 
portunities for 



the roles i you have in mintf and how they will, fit into the 



business owner, you must make a conscious , effort to spend 
and motivating employ ees.^When 'employees have good morale 
motivated, , they "do not have) to bfe supervised as closely as 
ust putting iri- time for* a -pay checks- 1 *TKe traditional view of 
drone who must continually be primed tp v pr6duce is contrary 
management styles* that ho% only assign responsibilities to 
allow them spontaneity in creating their jobs. Motivating 
/ creating in them an interest in and an excitement for the* 
offering such rewards* as a sense of accomplishment and pp- 
growth, as well as financial incentives. - ; 



their own work 
to communicate 



Your ipanagement style should allow your employees • the freedom to do 
and* should give them the opportunity to make suggestions; and 
their feelings about their work to you. Employees are one 
of the most important resourcesv of a business. Productive, courteous, 
pleased employees attract business, keep \ customers satisfied; enough to 
/return, and spread word of your business to others. * 

* A good worker wants to be recognized as such ~ bqth verbally and in 
^concrete terms like good pay and benefits. Yet, there are ways that you 
" can both Satisfy y^our employees and save time and money. For example, if 

you* hire jolder people, many of whom are jretired, * your own health insurance 
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Ei£car"e asT tai/^W^f''' ^ ±n Ranees, be structured with 

Medicare as a base. This reduces the cost of health care to 'the business. 
You also may receive tax credits for hiring older workers. - ° 



Managing Time \* ' ' ' /./ 

the •••JST-rf* J* ••^^^ t ^/^'-^8^"'yP«r business. Maximizing 
the .use of your time and your employees' time is an important way to keep 

Sr'vL i ^ bu8lnesS - EffeCtlve use ° f -also provides opportunities 

for yQUjan4 your; workers to do the .things* that ea C K of you does best? Nine 
valuable^steps to good time management f olloWi 

Set i goals and objectives. . 
2. > List the; tasks (jobs) to be performed. 

, '• ... 3 \ J* 1 * tasks in order of importance. Determine prior- 
y? ities. Set a time "price tag" on each. 

' ■.' - ' .... ■ ' . - . ■ . ' ' ' <fe ■ 

Divide tasks into groups bas^d on: 



V. 



'it 



i 



4. 



a. staff skills (competencies 'demonstrated) 

b. ability of entrepreneur to control amount 
of time and cost requir Ja to perform tasks. 

Delegate tasks to staff members 'based on priorities 
and/or plan which tasks must be contracted out to 
other firms or individuals. Do not switch persons 
and tasks in "midstream." Assign -tasks in a' meeting 
so the .staff .can get the total picture of what, has 
to be accomplished and in what time frames. ' 



6, Ask staff for suggestions %n time r saving methods for ° 
. doing a task. * .'•«. 

, V List options for time conservation/ e.g. ,' purchase " \, 
of computerized inventory control system vs. person- 
, riel time to do manual counts of stock. 

■ " < ' : ' ■ *' ".' ■ •'•'••! '"" 

8. Build in feedback and other -reward systems for work ° 

- accomplished ahead of time, work done to meet a spe- ' • 

cific time schedule, etc. • • .../'• 

9. Develop a regular schedule for planning and updating 
; the time, management schedule. Let staff in on the ' 

^assessment when .changes are. made. J 
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Solving Problems ; : * ■ p ■ , r - • ■ ; • ' ■ « - 

" ■ ' ■ . ■ VY . • - • .•*'-*.'" " ■' ■ • . * ■■■■'■! * C' ": • >•.'■'..•' 

One way * to soJLve problems and ..alfeo manage time is "management by excep-*" . 
•tion. M This, requires that yotr da' tjjfe- following: 

-.';■/.)'' '->';■ . : \* [ . . ■> U'.-y': V ,, ."' , ;. 1 . ; *. '"' ..v: ;•. : ^ : 

% Y . ■ 1 W^e n t i f y the tasks i of the-firi. 



2,. Assign th^n to yourself /and your employees. - ".'•''.»•.-.'• 

. 3. Establish ^?i,4greement between you and your employees 
,-''."> about how tne tasks are expected 'to be performed.' ; 

This method helps ' employees to jbe aware of what should* be done 0 whett \inan-V 
' ■ ticip^ted situations arise in the day-to-day functioning of the business. - 
* An employee only has to seek you out when some unanticipated situation or 



problem occurs. This way, real 
eyeryone *6 time is; fcaximized to 
the firm. 



problems get- the manager's attention,- and 
his or her benefit^ and to the benefit of 



Steps for problem solving "When managing a small business are: 



•- " •,..-: ; >. : -.': ■ ..: | . v :'i>V C- ••,-•/:••' , ■ ■'* 

1 v ! RecyO^nize and define' the problem or prpblems to be', 

Bolyed'. :..' ;';*•; 

2* Determine thet 1 boundaries and limits of% the problem. 

3 . Determine the cause of the problem ( arid, the objec- 
( i tives of/ any possible solution. , ' 1 



•3 0 



;4. , Ask yourself yhlcb of .these , objectives are "musts" 
and which are 'Vants. " t -A , v r v ••: >' 

5. TJhen, and only then^ develop ; and compare other al- 
:ernafives with the. stated .solutions./ 

.6. tf .Choose one of the alternative solution^ and assess 
its potentially adverse consequences . , - v °,- 

and* assess another solution If the choice you 
made* is too unpalatable or cannot 1)e controlled* 



Decision Making" . ° , , ; : ' ;."v.-; : V". ^ •:. '• 



1 In managing your business, you" should have, a systematic ^approach to de- 
cision making. Consistently godd , decision making is based on the bedt-in- 
forma^tibn available, and getting that information Stakes planning i * 

;: - " : , * !; ,.f... ..v., ..."V [ > . ; ' . V •;. •-. 




You. can organize ;yoyr;need f or inf otmatidn in a few steps: 

1 i Oult ine the 1 0 mqs t imp or t ah t de ci si oris you have to 
^ake in the next 12 months'. \/ V ''■ , 

2 . List the activities that .nee'd monitoring. ^ ":■/■■■■ ' 

3., Collect accurate Idata 6n those ^activities . \ ' 

4 • : Organize arid use the da t a .'" 



t The inf option flow that results . is really • juitfdKer/type of management 
; Jy exception. By: this process, what is out of the 'ordinary will stand out. 

Your .decisions, then, will be made in light of your own standards Sirid the 
. most up-to-date information. 

7 To be skillful in all these management techniques requires practicing 
testing, trying, and finally arriving at the best "style" for you to jnariage 
vour business. ■ r •.[; i.'-....-.. •* ' • ■ '. 



your business 



: l 



Footnotes 



X 



1. Common Sense . Volume I, Number 12, 1978, p. 5. 

2. Common Sense, Volume 3, Number 5, 1980, p.* 7. 

3 . Adapted from Common Sense , Volume 3, Number 9 ,. 1980^ p. 1 . 
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SUPPLKMKHIAL IHFORMATIOH 
Characteristics of Effective Executives /Managers 



Following are names of influential management theorists and what they be 
ileve makes '^n effective manager. 



DBDGKER 



1 . Records where the time . goes, , . ' 

Focuses vision on contribution. \ 
3..V, Makes strengths; productive. V * 

4. Manifests character: foresight, self-reliance, courage, 

5. Makes effective decisions* t ; ' 



> 1. Keeps informed. v '' • • % 
? 2. Controls energy and time for particular decisions, pr.ob- 
.*' '■ lems, and issues. ■ 

3. Has a sense of timing r- is sensitive to organization's 
pow^r structure , and moves- through the dorrfcdors - of competi- 
tive indifference. v • ' , ; 
4; Gives direction to the organization with unwritten and un>- 

dis closed object! ves* and policies. - % / v \ 
5. Willing to take -less than- total acceptance 

est progress. V } . * 

ARGYRIS * • ■' ' " : . 

1. Exhibits high frustration "tolerance. k 

2. Encourages full participatipn. - V 

3 . Questions continually himself /herself . v - 
4 4 Understands "laws of competitive warfares " 

5. V Expresses hostility tactfully-. '; I \ . ; ; /•''•. 

6. • Accepts victory with cqntrblle'd emotions.. y 
\- 7. Defeat neVeV shatters him/her. 

8. Understands necessity for limits and- unfavorable decisions. 

9. Identifies self with groups. " ; . \ 

10. Sets goals realistically. 



BSOWH 



1. Avoids "alitor nothing at all" complex. 

2. Avoids acting from expediency. r . * 
3* Avoids an obsession to win. .'• 

4. Avoids the concept of black arid white. V 

5. Has. a sense of proportion. , . 

6. Is^impersonal (yet personabl^)* 

7. Expects, people to -be logical. 



.1. Preceives reality and is comfortable therein. V 

2. ^Accepts self , others, and nature, ^ ^ ^ * 

3 • Is spontaneous., : " \." 

A* ts problem-cent ered> ■ 

: -5. : is <^ ^ 

■ -1 i n ^P 6n dent- of culture; and environment. '*> 

;.-yf: 7. Has a cofttiniied fresh approach. * ' * \ \ 

^ ^"S. ■ Trjisjts; intuitipn;V; ; v'..> ■ ■ v :." • . : ' ''''' : 

; • .: 9 v Has .the flavor for the feelings of mankind (genuine desire to" 
help the human race); " \" ~ 

'* Iff. Has defcp arid prof oun4 interpersonal relationships . 

.11. Has a Hemocra tic character structure; . v * 

12 / Behaves afi though* means and ends are clearly distinguishable. 

13. Has an unhostile sense of* humor. 1 

14. Is creative.. * " 




SUPPLEMENTAL INFORMATION 
; ^ The Art of listening Well ;:J ./".*. . l: V 

,A zoologist was walking down a busy street with a friend. In the midst ; 
of the ' honking horns and screeching tir^s,' he exclaimed to his \ friend, 
••Listen to that cricket!/'. - \ V _ 1 

N ... The friend looked at the zoologist in astonishment and said, 'You hear * 
V a cricket in the middle of all this noise- and confusion?" ' ) . 

/\ Without a word, the zoologist reached into his pocket, took out a coin, ^ 

and flipped it into the air. As it* clinked on the sidewalk, a % dozen heads 
' ' turned in response* ; ;. ■ ,- V u- • "' r . .. 

\ The zoologist said quietly to his friend, "We hear what we listen for." • 

Day % after day, inside and outside of business, we miss important infor- 
mation because we do not listen , with full attention. We also misunderstand ' 
and mi interpret messages and ideas because pf our preconceptions, biases, 
and wishes. Take the manager who dreaded to see his secretary go away for 
her two-rweek vacation. When the secretary told the boss, she would be tak- 
ing time\ off , it just did not sink in. i Said the secretary later, "I told 

^ my boss, three times I was planning' on taking my vacation in October. It. ' 

* just dldn '^register. " . 

r Minor slip-ups in communication can have ma jor rep er cus s ions , as any 
i sensitive manager knows. Lack of communication between you and others in'. > 
your company cannot only foul up job assignments and raise the cost * of do- 
ing business, it also can cause hurt feelings and generally lower morale. 

Listening is an art thit requires work, self-discipline, and skill, & 
The art of connnunicat ion springs as much from knowing when to listen as it 
does from knowing how* to use words well. Ask any, good salesperson or nego- • 
« tiator about the value of silence. He or she , will tell you good- 1^ sterier 3- ^ ; 
generally make more sales and better deals than good talkers. '.'■■■''■■^ 

» To Sharpen listening skills, you need patience and practice. Here are ^ 
some suggestions that have helped others become better listeners:; T v* 

* IV Resist the temptation to monopolize conversation. 

If you like to dominate a situation or feel you know; c i 
everything there Is to know about a subject , you are 
probably a poor listener. Remain open to new ideas v 
^ instead of impatiently waiting for -a, chance to butt 

* in with what you think is the final word on the sub- • 
ject. Before you speak, make sure that the speaker * 
has had a chance^ to make his or her point • Many ., 
people think aloud and tend to grope towards their 
meaning. Their Initial statements may be only a ' ' 

vague approximation of what they mean. . ,.V V < '/ 
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Avoid judging thejspe^ker too soonv Good lis tenets 
*• try not to become. \pre occupied with a/speaker 1 s man<- 
nerisms A br delivery/ ^Instead of \ tanking, : ,f What a 
mono tone this guy has, " ask ] you rs elf, "What f - s in the 
message that I should know?" or, /What can this add 
to my knowledge arid (experience?" 

Don* t fake -attention* When we/ decide - that, what a 
speaker has to say is boring /or useless, we f re- 
quest ly pretend to listen. It /usually is quite easy 
for air attentive listener to Vecognize that our "uh- 
huhs" are really ••ho-hums, " /when this happens, the 
speaker is likely to become confused, may get an- 
noyed, and the delivery will/ prqbably deteriorate. > 



Attentive ^listeners remain alert and- maintain eye 
contact. Simple gestures ~ nodding, raisiiig the 
eyebrows, or leaning forward ~ all can convey in- 
terest. Occasional comments ^uch as, "I see, " 
"That's interest ing,:^ W "Tell me more abqut that," 
if said with genuine Interest, can go a long way 
toward reassuring the speialcer. 

Listen for ideas , as yell as facts. When we listen, 
we tend to get bogged down trying to retain the 
facts and we often miss the ide&s behind them. For 
example, when a' person starts running through a list 
of seven points, r /the listener immediately begins ' 
mulling over the first point; trying to remember, it. 
Meanwhile, point two is being explained. ; Now the 
listener is preoccupied with two facts and is apt to 
miss the third point altogether. So' it goes through 
point seven: spine facts retained, some missed,- and 
others confused/ Instead of getting lost in a 
string of disassociated fragments, make an effort to 
understand wha tJ the facts' add up to by relating, t*hem 
to each other / and seeing what key ideas ' bind them 
together. / 

Be alert to nonverbal clues or "body language . " Try 
not only to.|lsten to what Is said, but also to un- 
derstand the/ Attitudes and rapt ives that lie behind 
the words. /Remember, too, that the speaker does not 
always put /the entire message into words . For exam- 
ple, there/ is sometimes considerable difference be- 
tween the/ auditory cues and- the -behavioral cues 
en^tted the speaker. While the" verbal message 
may convey conviction about a new idea or proposal,, 
gestures^ posture, facial expressions, and tone of 
voic6 may convey doubt ancL lack of enthusiasm. 
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6 • Use the speed of/thought productively* ™ Because we 
■ - , usually think ythree 6r four time faster than we 
talk , we of ten get impatient with a speaker f s slow 
progress, and our minds wander. Try using the extra 
time by silently reviewing and summarizing the 
speaker's main points. Then, when the' speaker is 
finished, you can restate the points /and ask if you 
have understood the message. Questions such as, "Is; 
this what you mean?", or "Do I understand you cor- 
rectly?" are not* only supportive because* they show 
your interest, they also reduce the chance of misun- 
derstanding later dn. ^ ; 



Source: Inc., October 1981. 
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DHIT 8: LEGAL ASPECTS - 

" - * 



. -^itjRPOSE: jfhe purpose of this ( uniV isitd 
familiarize you with the impor- 
-v . 'j» * tant legal aspects involved in 

• . , a small. business. ' r *. 

OBJECTIVES : At the end of * this uni t , you 
• , ^ will understand the legal f^ms 

> " of a business organization, J 

- some , pf the basic rules abbut 
contracts and liabilities, and 
j * - .your needs for legatr assis- 

.' '*■ - tance. ■ 
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OTTT 8. LEGAL ASPECTS ' ; ,\.-^V-^: 

; -^r V: "-"-.S : -- " : •' ";•'•'!"' ■■. ^V^"V' : . v •v-..-> :. : : ■■ 

How should you organize your business legally? We have- already . dis- 
cus sad the three forms; of business the sole proprietorship, the partner- 
ship, and the corporation . Some people think^ that a corporation has to be 
a • high / enterprise and that ^ a sole porpriet^ 

person busiifess-: v.- They .are wrongs The size of the firm is not a reieyant 
factor* Each form ha:s advantages -and disadvantages relating to: > : a 

■i- ' : Y':' :■' >•."."..■">'.. \% ]\ ■ ' M v •/ ;.- : ;^%.':/ : ;".; •'y t /"-- : -^ •■•■■■*.. ''-'••'V: >•*:' v.;'": 

- •• ; <p Personal liability . a V'v ' -' : . 

.'" o Tax level . ''■'*:\' m '' : . ... i • 

, o Amount of legalities involved * 1 : A' 4 > 

■ : o Possibilities for raising , money a-:. . * ; y; - V 
; o Problems of transferring ownership, "r \». v ; . '. 



On the basis of competent legal aclyice, consider Athe three options men- 
' tioned above. . .,«•/..' • . /.'J; : ' 

• .- •■ . ■ '■. ••:"••..."'•* '■ ... -'• . ' .v :>-."■. . : ■• :9 •- ■• 

Sole Proprietorship 1 ^ • ■ - '.- '■ 

Most American businesses are sole proprietorships ~ the owner is fully 
accountable to himself or herself. If you choose a sole proprietorship, 
the freedom to be your own boss as well as td^ avoid possible complicated 
relationships in a partnership or corporation will be important 'to you. 
You will be free to open for business or go out of business ' by simply open- 
ing or closing the front' door. (For • Borne business Ws^such as a testaurant 
or a liquor store, of course, state o£ local licenses are required . ) ^ 

These advantages, however, are off set by some "mk jbr disadvantages , the. 
most serious of which is the extent of your liability.' In the eyes of the 
law' you, as sole proprietor, are yoilr business. Therefore, you are perisori^ 
ally liable to the extent of all your assets for :. ; tVeV^ebtkTpr other liabil^ 
ities of the business. Also, a sole proprietorship lac 

nuity"; the business dies when the proprietor dies. 'For this reason, a 
landing agency might be reluctant to give loans to a business whose solje 
owner is an older person. Yqu are your business f s major asset, and bankers 
tend to reject loan requests from a sole* proprietor Whom they consider a 
high risk in terms of repayment. Thus, the advantages and disadvantages of 
sole proprietorship are: iU,iv * 

Advantages Disadvantages 

Freedom. Unlimited personal liability. 

Low legal, costs. Difficulty in raising capital. 
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Some difficulty in transfering 
ownership. 



Partnership ;•>•■' • ■ 

Less than 10 percent of American businesses are partnerships. If you 
choose a partnership/ you have the advantage of your partner's talents arid 
financial resources. Partnerships can provide* tax shelters- 'for wealthy 
partners; A partnership is formed easily without extensive legal reqiiire- 
ments, and it is free from many types of government restrictions just as . 
the sole p rop r i e t or s hi p i s . If you are thinking about a partnership, how^- 
eyer x it is in your best interest to hire a lawyer, and it* is to your ad- 
vantage to make carefully written agreements with your partner(s) to reduce . : 
the possibility of serious • problems as the businesis develops. Many busi- 
nesses have failed or partners hav& "split" because there were no legal/ 
agreements made with the^help of a lawyer. 

- ;A partnership could be an attractive choice f or' the older ^ntreprenejir. 
If you ctfoosejf a partner or partniers who are younger, «y oil might have' an 
easier time raising- the capital; you need to finance your venture. S,dch a 
partnership can add new ideas and skills to» the business . Also, v6u are * 
more likely to have the opportunity to take time off from the business for 
recreation and leisure, which is of tfen difficult , for the sole proprietor. V 

.In a partnership, you and your partner (s) will have the disadvantage of 
unlimited liability. You Will be personally liable f or debtsilncurred in 
the^name of the partnership by any of your partners.' Some o£ner restric- 
tions are placed, on -partners. For example,, one partner who 4 s j-eaving the 
partnership must have consent of the other partner (s) bef or^selling 'his or 
her interest in the partnership. Yet, from a legal standpoint, it is easy 
to .end-. the partnership. ' ; • ' ' '/' *' 

The advantages and disadvantages of a partnership are: 



/. 



/ 



Advantages Disadvantages 

Assets your partner brings Unlimited personal liability. 

Difficulty 
ownership. 

< 



to the prospective busi- . . , . yf 

ness. >"•••; . . Difficulty in transferring 



Lower legal start-up costs /• , 

than a corporation. v Lack /of business continuity . 



Simple to ^end a partner- 
ship legally (with assis- 
tance of a lawyer) . 

Possibly lower taxes". 



Corporation / • A 

"/■''■■' '• ' / '■■ ■ ■ * ■■ - : . , : ,'. . ' , " 
. If you decide to. incorporate your business, you will be creating a 
legal entity in the eyes of the law — an artificial being with a life of 



105 



its own. Your personal liability, therefore, is limited; this is a major 
. advantage. Also, the corporation, as a legal entity, has 'continuity and 
may well outlive its founders. Ownership is easily transferred by selling 
stock-to investors • \ Selling stock is '^n easy way to raise* more/ capital 
when it becomes necessary. For these reasons, a dorporate business form 
could be a good choice for an older entrepreneur. , ^ 

.'• '^-.lO-p ;'' ; -^-..;.:;^'v- '"• r'..; -f - V-W : . : V ' X:'.\.;/ ';. v r;: :Ci; ' ■■^^J:^i'^'iS^:r \c : 'fi'ri V.-'"- /~:>"H i / • l "V":' : . ; JO'*-" 

The ma jot disadvantage is that you will have the' burden of government 
regulations r V Your cprporation will haVe: 1 6 '^ay^-' a stated chart er that will, 
^require a M 

meet: Several le^l r debts^ ; 
liability, amount of capital^ and rules ;f or issuing stockc;^^^^^^^^^^^^^^^^^-^^^^v^^^ v 



v,To launch the corporation effectively;;^ 
fee; will add to: the star ^ of your business^ but the cost is vrortti 

it. Your taxes .also will ?tend to be h if -you have a re 

t ion because corporations pay income taxes on prof its and shareholders pay 
personal income taxes on- dividends v You might be able to avoid double tax- 
ation by forming'a- Subchapter--S corporation. This type -of corporation has 
several legal '.res t r id t ions in vo lying s our ces of fea le s revenues,, 'number of 
stockholders , and typie of s t ockholde rs (only individuals or estates }• 
Also, youts must be an independent , domes tic corporation - . However, it is 
• taxed as a partnership. • • ' ■ . \ :■ ' • 

\ The advantages and disadvantages of a corporation are: 



Advantages 

Li mi ted liabili ty . 

Easier to raise money. 

Easy tr ansf er of 
ownership. 

s ine s s continui ty. 



Disadvantages 

Considerable government J 
regulations. 

More legal assistance 
required. * 

Taxes p ossibly higher than 
in other forms of business. 



Hiring a lawyer is of ten the best way to keep on top of legal require- 
ments and can save you money in the long run. You might use an attorney 
for the following situations: organizing a business, negotiating cpn- 
tracts, obtaining licenses, acquiring or leasing property, borrowing money, 
planning for taxes, litigating, and disposing of the business. 

When you are in the market for a lawyer; get recommendations from other 
small business people. They are likely to know attorneys who have interest 
and experience in small businesses and who ep joy working with an entrepre- 
neur. .When you talk with attorneys, remember you 'are the one who is doing 
the hiring. It is important that your needs be met. , 
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SUPPLEMENTAL INFORMATION V 

• : v-'/ F V:"- ) ' ; /'' '•' r '.V /Ay^ 

Shopping for Professional Services :„ 

;When; you want to hire a lawyer 6r^ accountant; hp 
it: ? In each situation you want- to find someone who will take an interest 
In. yovx business;^ someone yo^ 

you - money in the long run. "Professionals who haye worked with small busi- 
ness people previp other entrepreneurs for 
their recommendations- 

Selecting an Attorney 

,;V,;.' The American. Bar ; Association says that .the three key areas to consider 
when -hiring an attorney are: competence, price^ and accessbili ty. v 

A lawyer should not only have a good reputatic^ in the dommunity, but 
also should be involved in tzhe areas in which you are likeiy' to be in- 
.volved. As a ^mall business owner , you might use a lawyer 1 s as si s t ance^n : 

o Starting and ^ closing the business. ) 
o Financing the business. 

*o Choosing 1 the most appropriate iorm for your business ^ • 

~ sole proprietorship, partnership, or corporation. . . ^ 
p Negotiating a lease or a mortgage and obtaining a . y _ 
title search. -;//» . ( "Ji [ - , ; - : " 
'.' o Advising on tax law. 

o Preparing or reviewing contracts. 

The legal professional provides resources that can - help you chQQse a 
lawyer. The Martindale-Hubbie Law Dictionary^ found in most public librar- 
ies, lists members/ of the bar in the U.S. and Canada. It also furnishes 
background information ;<m each member- State bar associations of ten main- 
tain referral programs v 1 The yellow pafces of the telephone directory, under 
the listing "Attorneys," cites legal referral .services. Legal aid clinics 
supply legal advice for a nominal charge or no fee. 

• Understand clearly- from the start the charges you will pay £or legal 
counsel and what legal moves will be taken. If there is paperwork to sign,- 
know what you are ^signing . Follow the same precautionary measures-as for 
any previous legal transactions ; im which you have been involved. Have the 
attorney determine how many hours may. b^ entailed in working on your case 
Find out if there will be any "add-ons" or extra expenses placed on your 
account i and obtain. a receipt- if you pay a; retainer. * 

For more information, consult the following; 

r^-'-^y:^ .•• ; \ 

American Bar Association. The American Lawyer; How to 
Choose\ and Use One , 1978. Contact ; American Bar Asso- 
ciation, 1800 M Street, NW, Washington, B.C. 20036. 

■ : - • ■ : ' : " : 107 112 ":•>■•■ ; • . - ; 




Accountants handle tjie nuts and bolts of a business: 

. p BooWceeplng^ \ * ^ : ' a; N 

. P Preparing returns . X ' 

•• : '■}■ • • V o Of f erlng tax advice. ' \ "■ -vf^-v ; \ ' ^J- •'.'• v - ^ : 

- t> Au diting. V^; "V: | ^ • '// ' 'v ' *". : "V' V- ^^'• > • '"?\ v 

••' : '. • y'j .'.'•'.* :•' • J i ' '■' • '• ..' 1 :.' ^''V -'••;•> v. 

;' •. : . : ' .: : v .•■»■**» .y ' \. I-"*.' ••' : '= • • '••'•'•.•.„• • -.. 

A p^spnj In a s # 
T( > do ^s yoU^ 

ob jective isj to ma tW the- needs of y our\|>usiness with the resources offered 
.ty the; accountant 

to? look ? for jin an account ing firm is whether > the organiz ation proyi d^d ; ad-' : 
vi P e 9* solving financial problems that the firm's 
An accounting firm that spec^ 

age is done Jdoes 11 tt le tk) help you run a cost-effective business ; ;! ? : f r 

Certified publi p -accountants (CPAs ) are licensed prof essional accbiin- 
tants who have met the s tatutory requirements of tljie state and have passed 
the uniform CPA e xam. CPAs are r equir ed Xo Jceep inf pi^ed bf. chafiges in the 
accounting field through continuing education and to uphold a prof essional 
code of ethical practices. .'•</.' ' / 

v. ■•■.}■ '-■;"-">' • ; • • : ;v • ' . V * : ;; /; : ;:' • •.' • •; : '', - r \ W ; • .;>'':^ • f 'v^^ :/ ^ ;[,..■; rV; 

Iii ; addition t recoinmendations and pers onal contacts, s tate cii rectories 
of accounting practitioners aiid firms iserve as good resources in obtaining 
an accountant . The yellow pages also 

Your should have a clear understanding of and i.an^ agreement with the ac- 
countant on the work to be done and the fee arrangements. Determine how 
^imich money you can expect to pay for each specific serviced 

\'}. :;.y ■ ■ ; ' v •;. 1 ,y • ' ■ :,- \ - V v ; >/ ;"\ ■• / 

For more information, consult the following: * " 

■ : V'^-i • ' -V:-:-"-- ^: ; ''V;^'-.'.^'-^ •'• • '•'y-'V'-V' : ."' •^.••; : .'.-v^- .•''* 

Ameri can Institute of C ertif led Public Accountant s . How : 
^ ' to Choose and Use a CPA. Contact; American Institute 

of Certified Publi c Accountants^ 121 1 Avenue of the • 
Americas, New York/ 10030. , ^ * ; 



PURPOSE: V The purpose of this Jiinit is tb 
4 familiarise you wither the:; v'nwjbW 
'risks and liabilities f orj^hdch 
tt Va small business can obtain 'in- 
• surance and how to select an in- 

surance agent s -V;V/. ' 

OBJECTIVE: At the end of this' unit, you 
V V r will be kble - to identify your , 

"major business risks; and; choose 
^ ' - a. competent insurance vagent to 
provide adequate coverage for 
your business • , \'--.V- ,v 
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UNIT 9. 



1HSURANCE 



Whichever legal' form you choose f or y oiSfr t>Usln§ss , [ havlrig the sight 
kinds of insurance in the right amounts will be important to your peace of '* 
mind* The most important forms of ; insurance .for the small busings es are: 



o General liability insurance (liability to general 
. public or to employees y $ v ; - : " : ; -i.; •; 

p Property loss insurance (physical damage loss of 
use of property, "br criminal activity) • ' ^ 



; ; ;.•••./ o Auto ; liability insurance: for vehicles • 
o Workmen 1 s : compensation for emplo^s^s^ 

o Health insurance ior owners and employees* 

• • ' • V :; v,.' ; • V '' -': V'- . : ; .'-V; : . .V : " 

.6 Life-insurance or annuity <rontraqts for (owners 
and employee?* N " ; ' 

It is important 4:o carry enough, insurance to 'protect; yourself and your 
business from major losses; at the same time, you want to avoid purchasing 
too much or unnecessary insurance*^ A reputable insurance agent can help 
you- avoid' either mistake* ; \. •" -'j. *\! j • . ■ "j : 

The Small Business Administration y s Insurance Checkli's t for Small Busi- 
ness (SMA/ 148), available free from y^mr local SBA office, ,j offers some wise 
advice on organizing ypurj insurance program* ' I , ^ ^ ^ ;^ V ^ ." 

* • . ... ' '. . • .. - " .' V- j.'-v' "/ , . • ... •' ■ ■'. ■ ■ 

,. What ° should you consider when deciding on the (insurance you need for 
your small business? The following discussion will: help you with your de- 
cisions* * ' j /•..*'"• ■ 7 :■■'■/''' • 



Recognize the Risks 

* The first step toward good protection is to recognize the risks you 4 
.face and make up your^mind to do something about them*. Wishful thinking or 
.an it-can * t-happen-to-me 1 attitude will not lessen or remove the possibility 
that a 1 ruinous misfortune may strike your business* V ;r\ U 



Some businesses will need coverages not mentioned in the checklist j for 
example, to cover the loss of costly professional tools or business inter- 
ruption insurance resulting from being unable to use the equipment. 
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Steady Insurance Costs • * ; ^ '.f ^ . " 

insurance , investigate the methods which you ; can 
reduce ; 

loss you might suffer from each. 

• \ ; ?• Coyer your largest loss exposure first . . \v .,\ 

• 3. Chposte ^ you can afford. 

* ; ^ •■j-A»; Avoid duplication in insurance. ; ^ : . 



5. Buy in as large a unit as possible ... Many of the 
"package policies"" are : suitable for the types of 
slnall businesses, they are designed to serve, and 
often they are the only way a small business can 
really get adequate protection. 



6.1 Review your insurance program periodically to 
™ake sure that your ' cojver age is adequate and your 
premiums are as low as possibly, but consistent 
with sound protect ion .J ;• .v."*' ':[' 



Have a Plan 



'•• j To manage your insurance program for adequate coyetage at the lowest 
possible cost , jyqu . will need a plan that / supports the objectives of your 
business. Beloy are suggestions for good risk and insurance* management : 

, \* MriX* & clear statement of what you expect insurance to 
do; -for , your, - firm. '• v'' \\ 

2 • Select only ond agent to handle your insurance; having > 
* more than one itiay jspread- and weaken resjporisibility. ^^^^^^^ ^ K 

3 • an employee or partner is going to be responsible 

for your insurance program, be sure he or she under-, 
. • stands the responsibility. ~. )'^\ :/: ; 

v 4. Do everything possible to prevent losses and to keep ^ 
those that do occu^^ possible. 

3» Dp not withhold f |rom your insurance agent important in-, 
v x formation about ypur business and its exposure to loss. 
> J '\ Treat your agent as a professional hielper. . 



6« ;Do not y not 
^ covering perils that could cause loss!, even "though you 
think the probability of their occurring is very small. 

'.' * 7 . Keep ^complete records o£ your insurance policies , pre- 
miums p£id , losses , and I03S recoveries > y This informa- 
tion ; will help you ge t be 1 1 er coverage at lower costs 

••• ., 'j. in the future. - : ■ ; V..-;-..v ''.-yy .-..;>" x 

::-yv:y.^y#K^ ^4yeyy::.v;yy^^ ''SyF;*: 

8. Haye your property appraised periodically by itidepen- Vj y A ^ 
dehty a^ • This will keep you informed rfs to 

jiis't ;wha^ • are, -and you will be better able 

„ to : prove wha t \y our ac tual losses are ; if any occur . 

'■ ■%"/■' ' ■'■ : /{'■:':■ • r-r/v-y y.y ■ •.yyy ■. ?' \'<.-. -\ '• , • v-V'- '. ; " ■ •. i. ' v-' ; ' • 
::- GeJ Professional' Advice About Your Insurance i .-.y vyy 'A ■.' ; .^'vf ?7>/ ; V • • ■■ •'• t : v : ri. 

\.- Insurance r is ;-a complex and: detailed . subject • ; ; A : prof essionally qudli-- / 
f led agent, broker, or consultant can earn his or her fee "many times over. 
' \ .:'- ; ''-}-.-'^ '/*•"'••.•;.. •. : : : :f-lA\\ : :r-;U 

;•._>" The; cost and coverage of an insurance ^program are prime considerations. 
You need to understand exactly how much you be paying for protection, 

— savings , y and dividends you will receive . You should be clear about how 
much money you will get back if you Vcash in your policy and: the amount that 
yourr beneficiary will receive in case of y and com- 

pare various - policies . Take time in deciding whic 

• •• ticular .needs . The choice of an appropriate insurance policy ought to be 
part of an overall risk management program th identi- 
fying the potential risks to y ou r bus i ne s s and pro V id e v t he . i means to ha ndl 
those risks. " : • y-«; : y ' ' .'. v rv'v;-'':^"''; "\K-:'y v W 5 " feo'A^'v 

These are some questions your insurance agent should be able to answer 
, concerning a prospective; policy r : 



o What are the terms of the provisions? 



1 



o In the case of life insurance, can you start a savings 
account or buy high interest certificates to accompany 
basic "death protection? / ' 

o What is the rate of return on the savings portion of a 
life insurance policy? y ^ 

o Iti , the case of life insurance, is there a disclosure 
' on a timely or .regular basis? : 'A _ 

6 Do you qualify for a group rather than individual 
heaith insurance plan?.- -' :;: • . • 
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You already may have some insurance coverage and be familiar with both 
an agent and a company. Perhaps jpur agent knows of ways to diversify your 
existing coverage or can suggest /additional policies to meet your business 
needs. If the agency offers only one area of insurance, perhaps thg agent 
can recommend other - agencies to provide^ the particular coverage you will 
require. Again, other profess! as well as telephone directory 

listings, can serve as resources for names of agents and, companies,. 

Selecting the professional help ybu need can prevent you froju getting 
into difficult, situations and can, provide the assis tahce^you need to- pros- 
per in your small business venture. . . : v-^*, 

For more -information, consult -thef ollowing: > ; 

Insurance Information Institute. &islc* Management ; for 
s ■ Business, 1981.. Contact: Insurance Information Insti- > 
tute, 1025 Vermont Avenue, NW, Washington, D.C. 20005. 

Crime Prevention ' • ^•/ 'i^^^:^:- ■ 

: . i'-(^v .: ■ V.-^:-; '%ZZ^Z \ %H-:>: Z> : : ',. 

In addition to being well insured against some types of losses, you 
also can take steps, to. .-reduce or eliminate damage* Crime prevention is a 
*good example of this . Locks , burglar alarms , : -^and ef f ective flighting can 
deter a butglar; caution in opening and closing stores and in answering 
night calls for service can reduce your robbery risk. You can discourage 
retail theft by carefully screening? employees and by having clear policies 
on pricing, refunds, and how cash is handled. ' 

. The free Small Business Administration publications 'cited below will 
give ybu details on crime prevention: - f : ' ' ? - 

o Preventing Burglary and Robbery Loss o (SMA/l34) . 
o Preventing Retail Theft (SMA/ll9j. 



UNIT 10: TAXES 



PURPOSE: 



OBJECTIVE: 



YV 



The purpose of this unit is \ to famil- 
iarize you with federal, state, and 



local tax obligations 
business* 



of -your small 

At the end of this unit, you will un- 
derstand the major tax obligations ,a£ 
your small business and * be a tile to 
obtain assistance from a CPAp govern- ■ 
ment agencies, ,an<i others regarding 
your tax obligations when operating J a 
small ^business. \ 
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UHII 10. TAXES 



/ 



You will have two types of tax obligations as ^small business owner: 
(1) paying (several kinds of taxes that you owe and (2) withholding taxes 
that you collect for the government 



As the taje debtor, you will have to : pay federal in- 
come taxes and local state taxes , including real es- 
tate and property taxes. Also, your bysiness li- 
cense is one .form o£ taxi Depending on vyour busi- 
ness, you might have .to pay a f ecjgral excise tax oh, 
the sale of a few products; liquor store owners, for 
example, pay a federal excise' tax'. If you have four 
or more employees, you will have to pay* both federal 
and state unemployment * taxes on ydur employees 1 sal- 
aries or wagds. >As an employer, you also will pay a 
portion of the social security tax on your /em" 



Tax Reforms 



ployees 1 salaries or wages < 

When required to withhold taxes, you will be acting 
as a tax agejjt. Most states and some local govern- 
ments impose sales taxes that you will have to col- 
lect and pass on to the state or locals government . 
You also will be required to withhold employees 1 in- 
come taxes based on their exemptions and social 
security taxes based on a clearly defined percentage 
of their salaries. 



Small (businesses seem to be hit hard by the prevailing tax system. It 
is difficult for the small bus iiiess to maintain cash flow during" reces- 
sions. Since small businesses have difficulty raising capital, every dol- 
lar that koes to taxes hurts more. Few tax incentives exist to attract, 
cajpital into small businesses. Also, tax-free mergers with large ^ufef] 1 - 
nesses terid to discourage longevity for independent small businesses. 



The Miscellaneous Revenue Act, however ± allows you ^ippiduct costs* of 
investigating and starting your business. The deductions have to be spread 
over five! years. Invest igatihg costs are those incurred before you make 
the decision to start or acquire a firm. Start-up costs are those that you 
incur after you decide to start your business but before it is operating. 
Start-up costs include monies spent for advertising or acquiring necessary 
equipment, for example. • . > . 

Iri reporting your taxes, you will want to practice as much tax avoid- 
ance as possible; that is, you want to make certain that you are .paying the 



least amount of taxes "you can by taking every deduction possible. For in- 
stance, your financial situation and how the tax structure affects your 
business might well* be the determining factor in which legal foiqm of organ- 
ization you choose for your business. A good tax accountant can help with 
that decision. In another instance,* it ^might save taxes to lease equipment 
rather than buy it outright. Also, new tax rules v now allW you to write 
off the costs of vehicles and equipment in fewer years than before. Faster 
depreciation not 'only can give you a large deduction to offset profits, but 
it pff ers you an incentive to renew your eiquipment more frequently rather 
than stick with outdated gear. That can be important in finding ways to 
cut costs and in keeping you competitive. Tax avoidance, of course, is not 
tax evasion. Tax' evasion iq hot reporting- all your profits and income fliid 
the corriesponding takes you owe. 

Clearly, to stay on top of all this you are going to need a solid, re- 
liable tax reporting system. The Internal He venue Service requires stgall 
business owners to keep records of: v 

■ L \ o Sales revenues. 

o Tax-deductible expenses* 

o Inventories . , ^ ' ' 

o Employees 1 social security numbers and addresses. 



You should always prepare your t^xes mindful that you might be audited. If 
audited, you will be requited to prove that your ^ntries are corrector To 
make sure you are p<aying the various required taxes on time, you will need 
a checklist of taxes you must pay, their due - dates, and the titles of the 
forms you will need to file; : y ; 

Tax Incentives .' -H 

As a prospective business^ owner, you should be* aware that some tax in-, 
centives 6xist. Your accountant can explain v them in ' detail, > but most come 
under the auspices of the U.S. Department of Labor's Employment and Train** 
ing Administration. Among them is the Senior Community Service Employment 
Program . ' ' • r - - > ■ :. v . . 

■ ^ ■■ ' • • . < ■ ' ■ :■■ 

The Senior Community Employment Program (SCSEP) is a way to cut tax 
corners , help- an older citizen who is economically disadvantaged, and even 
assist yourself in business. SCSEP supports the establishment of part-time 
jobs in community service for low-income individuals who are at least 55 
years of age, jobless,* and have poor employment opportunities. SCSEP proj- 
ects are found in every state,' in addition to the District of Columbia, 
Puerto Rico, and tf*e U.S. territories. Eight national sponsoring organiza- 
tions assist in^CSEP's work., They are u m Green Thumb, Inc., an arm of .the 
National Farmers Union; National Council of Senior Citizens; National Coun- 
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cil on AglvHg; National Urban League; National Center on Black Aged; 
National Retired Teachers Association/American Association of Retired Piar- 
aonsj U.S. Department of Agriculture's Forest Service; and National Asso- 
ciation* of Pro-Spanish Speaking Elderly* / 

, • ' " ■ ■.' . ; ./•■•' •' , .; " • 

SCSEP participants work .part-time (20-25 hours per week) in Various* 
community organizations such as schools, programs for handicapped indi- 
yiduals, 'senior citizen centers,' day care centers, hospitals, atid conserva- 
tion, restoration, and fire prevention programs. They receive the ^federal 
or state minimum wage or the JLocal prevailing wage, whichever, is higher* 
In addition, physical Examinations, personal and job-related counseling, 
and job training are provided* More information may be obtained by con- 
tacting the following: v ' / 



Office of National Programs ./ 

Older Workers Wprk Groufe . / 

U.S. Department pfy Labor '/ 

601 D Street, Nljk • Room 6122/ x 

Washington, D r Cfj|j202l3 J. 




Keeping Current) 

, It is , important that you keep, up; with changes in the law; ybUr accouttr: 
t ant/CPA will be extremely helpful • to v you in this regard.; How an accoun- 
tant can help you is discussed in the< section entitled, "Shopping for Pro- 
fessional Services" in Unit 8v 



V 



: P . . . i • . Footnotes "i 

• .'! • "-^ • ' * *'. ? "***.' - 

' 1. H. N. Broom and Justin G; Longenecker, Small Business Management , 
Cincinnati, Ohio: South-Western Publishing Company, 1979, p. 430. 

• 2. Ibid .,' p.- 432./ 

3. Gerald * F . " K Hunter , "New. Write-Offs for Start-Ups," Venture , July 
.-1981, p. 20. / : '\ • • ' y ■ 
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SUPPLEMEHIAL IHFOBMATIOH 
Governmental Publications 



Knowledge of tax inf ormatioii^ih' general and of tax incentives in particular 
Js both helpful and necessary in establishing, operating, and closing your 
business. Different tax responsibilities and laws will 'apply tp' your bdsi- 
ness depending on whether it is a sole proprietorship, a partnership, or a 
corporafipn. One of , the most: useful guides which discusses the forms of 
business _ organization and, tax laws is the Tax 'Guide for Small Business 
(Number 334^ prepared by the Internal Revenue Service. The guide contains 
inf ormation on tax aspects of ac counting, business- income for tax purposes 
sale /or 'exchange of property, capital gains " and losses, and credit and 
income tax procedures used by businesses. ' / 

More information on tax incentives and benefits, may be obtained from the 
Internal Revenue Service publication, Tax Benefit for Older : Americans' 
(Number -554.) . ..- ■• . L 7 « ~~ " — ~ . ~ ~ . - ■.. . — — — — — 

Two .free Small Business Adminis tratio.n publications also might be helpful- 
to •you: ..•» /"'V ; -' "• '""'*' 

,': ^ 0 Stdps in Meeting Your Tax Obligations CSMA/142V. 

o Getting the Facts for Income Tax Reporting (SMA/ 155 V. 
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•w;;V.'- & SUPPLEMKHTAL IHFOBMATIOH • ' 

"'--"'•V S V Five Ways to Reduce Your Business Taxes j 

Remember:: Good records make for more deductions. Most; small business 
:6wMrs bfelieve V^u 

any : number of deductions v from your c^ 
means r^ording ^ 

end of the year,; those few dollars can add up a to a tidy deduction* 

New tax Saws illow \ for a; ^ixec^^ri t erof f r'of capital \(^ehdltureSvOf up- 
to $7,500 in 1983, * and $10v000^ear thereafter. This can be very, help- 
ful to \the small business owner, and even can be jised for an item like x 
a company car .;»••; I V -•' ^v;^-:;;-^^ 

The small business 

capital expenditures -with a useful life of $t least 3 years? ; 

Depreciation schedules are; calculat ed to the advantage of ^ the small 
-business ■ ownerr Don 1 1 forge t; tq / use them.; -^f^ut-y^S' ^ thV : ; v l^pU^^r- 

The targe ted jobs taxcredii: proy is i ons were expanded in 19 8 2 (through '* 

the passage of the Tax 

employers who hire ; members of cer 

Aid to Familieis with Dependent Children (AFDC) participants ^ 
c en tiye Program; ;.( WIN) registrants, aM 

efati^e education students . v . 
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1. 



2. 





: 3 • 9 bt: alh a -copy of your statels tax requi^ from your i 

local ci ty and /or county . Add them to^y btir calendar; ; - ' s'^V^ 5 ::^ 



, J e 5ts your 

> ^:rl^y you meed In ways 

that do not require you to pay the management Share of the social secu- 
rity tax or o ther taxes for employees • : In the case of -contract per-^ I 
sonnel or consultants , i the ;em^ 

tractor or individual Jcorisu (s> involved. ; ThenV f or social security 
and other pay roll, tax purp os es , the con t rac tor > becomes the einp loy er of 
the P e rspnriel i 

''self-employed" and pays the social security self-employment -tax 
7 directlyV 7; v; : " ;> ^ : 'v-;/.: ,V;- T . ; ; *:/•./ : ■'■ ; ; ' - : . • ■• • ' v::, ; v : ■ '■■■■■ f Z 

• Beyond the requirement that employers pay a portion -of the social secu- 
rity taxes for their ; emp loy eies each ^ ear , the law require s that bh- 
>; ployers file periodic earnings reports for each taxed employee and for 

^ : themselves . V This is hot merely a reporting requirement . It is the 
meatus t>y i^ich your employees the 
mas t er eligibi li ty records kep t for each future beneficiary of the 
social security system, s o that eventually you and your employees qual- 
if y for retirement or disabili^ 

filings by you could f reduce necessary revenue to - the Soc 
-Tru^ of » full benefits i and caui3e 

errors and other processing problems that cpu^^ former em- 

ployees 1 • retirement or disability application, or your own . ■■"^"■Xv.;v/--V; 
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■ ::;V7^ 00 SDPPLKMKHAL IHFOBMATIOII 

-0£v Taxes : Regulations for Going Into Business : 

If you are thinking of going into business j a lot of people need to know 
about it, including your :* future customers, the Chamber of Commerce, and 
local newspapers. However, Uncle Sam also needs to know about your busi- 



Investigative Regulations 

1 .... > Federal V:///^ : V>'^ '•"•^ J ^ ••>' ■■• 

: Federal agei^iep regulate interstate c 

/beling; environment car- ; • 

: riers; radio and .TV s investment advisory s^vices; employee 

/ he 

"Most small b^ are more directly affected^^;^ con- 
trolling wages , hours , working conditions , and 1 fair hiring pract ices . 
Specific ^infort^t 

Department : of Labor. ;;:V:V.. •/:'>/ : ;'' . ■ >" :f : f.-.■<^'■ / .r 
2. State ■ - ' - ; . •• '.' ' ■ ' v / : ;'--'- v - S'v'v-. 

^Corporate Charters are granted b^ a ^requirement: 
; f or filing: an ;a£nual statement f identif yiilg the of f icers of the ^ cor- 
poration, their ; kddressesl and the addresses- of the principal offices 
of the corporation. Each: s 
• ^ing a corporate ^ bharter. ; For. information, :cbnt^t the : Secreta of 
State, Division of Corporations , in the state in which you want to 
incorporate. , ' ... , ■■ ' " £ -/ 

: Limit ed partnersli4ps als o imst be registered with this state " agency. • 
Forming a corporation or a; limited partnership should be accomplished ; 
through an attorney. / r ; ••'<•,• ;:// . -\/- -vy^^ V-'.: 

For inf ormat ion bn licensing of the following: accountants 4 K 'archie ; 
tects; chiropractors ; contractors J dentists ; dental hygiehis ts; prof es- 
• sional engineers j su 

physicaj. therapists; /registered nurses; ~ practical nurses; optometrists ; 
osteopaths;* pharmacists; ve t er inari aris ; barbers ; i cosmetologists; mas- 
seurs; haturopaths; opticians; realtors; and sanitariums, contact th^ 
Department of v Prof essional and Occupational Regulation in your state. ; 
The list changes from time to time,' so it is advisable to check for ad- 
. v ditions and deletions. ;/'''-</•••- . ■•■■I 

. . ; ::••>■■•'..•:::••;/; v. -. : - ./V '. ; •.v-/,"-. 
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For^ information about regulations arid . licensing requirements for the 
following: commercial fishing and agriculture; construction and envi- 
ronmental permits; corporate requirements; food, beverage, and lodging 
establishments; fuels and. petroleum products; health arid sanitation; 
5J r J n 8 .employees; investigative agencies; mortgage brokers; motor ve- 

- hicles and, -other equipment; motor vehicle retail installmerit and sales; 
nursing, homes; .outdoor advertisers; 'pest control; private employment 
, agencies; and trademark registration, contact Business Regulatioris : and 
License Requirements, Division, of Economic Developnent, Department of 

■ - Commerce in^your state. '■v 9 :: Hp:, .fe' --u - ••>: 

3. liQcal . "V":-;'^ \l : ' ; J ? y--C \;Ar/-'-.'r 

County - and mos t municipal governments require that you obtain an occu- ' 
national license to operate. a business and that your place of business 
be inspected to ensure adherence to their codes. . 

The first step to take is to. make sure that the local zoning regula- 7 
tions permit you to use the prospective site for your particular type 
of business. This is important even if you plan. to purchase an exist- 
: ing business because zoning regulations do change. If the site is lo- 
cated in the incorporated section of the county, contact the County 
Zoning Office. Otherwise, contact the Zoning Office in the appropriate 

•The next step is to apply for an occupational license from the County 
Finance Department and/or the City License and Inspection Office. Most 
licenses expire each year. . 

Most cities charge a fee for inspection and licensing that varies 
depending upon the type and size of the business. Some businesses, 
such as hotels,, restaurants, and. farms, 1 may be subject to special in- 
spections or. regulations. Check with the appropriate agency in each 
„ locality to see if there are other regulations governing your type of 
business. Y aYY : «/ : : : ,v' ;:y:. : ■^\;"^-V^V'^V^^'^^^-V^':-' V',-.''.' : V': !>. ™#V;>*'#i»'-?- : 

; If any person engages in business under a name other than his 0 r her 
own, and if the business is not incorpoated, a fictitious name state- 
ment must be filed with the Clerk of Circuit Court in the county in 
which the business is conducted. The purpose of filing is to assure 
that the business name is not already in use in the county and to make 
a public record of wW the business owner is for the protection of con- • 
sumers. The statement should be filed four weeks prior to beginning 

.the business or must be filed within 30 days of the business beginning 
to operate* and must be published once a week for successive weeks in a 
newspaper, of general circulation in the area of the business. - 
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Federal Taxes . j , '■' ^"'f *''''' ■ - • ■•■i ^ ^ ■ ^v'v ^ ' r ^^?- >^ ■ 

a. Employed Identification Number and Information - , ««'■ ! . 

An employer Identification number Is required for all businesses 
with employees (all who work for a corporation are employees) and 
\ for businesses engaged in exporting or importing; Ask for Form SS4 
to apply. Also, ask; the IRS for the booklets j "Employ er * s < Tax 
Guide," "Tax Guide foi? Small Bus ine s s , M and _ "Your Busi ries a / Tax 

b. Income Tax s ; V;- % • /J*; . 9y>\y^s~r<r:>d : 

For ".the sole propria 
: " • ^ncoinjpi 

V ^individual income tax return. Form 1040 est iinated> tax Returns and 
^quarterly payments no 

; A partnership' s^ i partners^ 
{with each partner reporting hi 8 br her share ; of; the pr of i ts on an 
" individual 

s v s it j ' ■ it s . j in co me ■ tdus t ^be * de t e rniine d •■ aiid ' f i ie d 1 'f or*,' iivf or t ion pur- 

* poses on Form 1065 • ?$a$ V^xjfrv;: 

Corporation taxes bn^ net ; prof it 
: ject to change, so it is best to check annually v.* ^ 

Corporate income is fl sub jec t to double; taxation : ; f i^s t > when earned , 

by the* corporation,; and second, when the stockholder^ p 

income tax on dividends. The corporate ; income tax ii3 fi led on Form 

1120. :. : y/ : ^:/ r ^ % -^^\[^ ^ 

: One of the income tax provi s ions important to business owners is 
; >l the investment tax credit which is allowed on the purchase of •cerr 
tain types of new and used equipment. The property; must have a 
useful life of at least three years • Details are li s ted in the IRS 
Tax Guide for Small Business (publi cat ion 334). 

b. y Social Securi ty Tax ■ ■■' v.;. ■'■ 

In the 1982 tax year, 6 .7 percent of the employee's gross pay up to 
$32,400 was required to be withheld by the .employer. The employer 
matches this amount and either pays direct to theilRS at the end' of 
■ the quarter , • or yif over a certain sum, forwards it (by means of 
Form 501) for deposit in the neare 8 1 Federal Reserve Bank or to a 
local commerciai bank author ized^ to receive it . Sole proprietors 
and partners pay a self-*employment : tax in lieu of" sbcial/ security. 
The fate is ?.35 Vpercent p payment is made 

along wi th income -tax by submit t ing a Schedule SE^wi^h the Form 
1040V Social 8 ectifity and self-emplpyment tax /iTjaPes are scheduled 
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to increase periodically over the years ahead. For an update on- 
changes in the law,! contact the Social Security Administration. 

c. Excise Tax ' J ! ' 1 

;Feaeral excise taxes are imposed on the sale or use of some items, v 
W transactions., and on some occupations. ' Any owner Who is 

"f"-^: 8 ^ the excise tax liability should check the nearest 
^IRS Office. Excise taxes must be paid quarterly on Form 720. 

d • , Un emp 1 oymen t Tax 

Every employer who pay wages of $1,500 or more in any quarter or 
has one or more employees in each of. 20 calendar weeks, is subject 
to the Federal Unemployment Tax Act (FUTA). ' Tlje tax must be paid 
by January 31 of each year by filing Form 940. • 



State Taxes 



a Unemployment- Tax ~; 

Most states have their own unemployment program. The employer pays 
the unemployment tax which goes into a state fund. The rate" dif- 
fers from state' to state. Contact one of the following state of-, 
f ices for information: Unemployment Compensation Field Tax Office 
or Unemployment Compensation Claims Office. 

b« Corporation Income Tax -- ; ..V . 



In 1982, corporations were taxed at the rate of 5 percent of net 
Income over $5,000. Corporations doing business ; in other states 
receive some credit for other income taxes paid. Again, check with 
IRS f9r - current rates ;>':•;' • ■ ■J-, !>,'.'...; 



c. Sales and Use Tax 



V 



Businesses in each state are required to register with the State 
Department of Revenue and act as an agent for the state in the col- 
lection of sales tax. On a monthly basis, the owner must determine 
the amount of sales tax collected and forward a large percentage of 
it to the Department of Revenue. The remaining percentage is re- 
tained by the business to compensate for the cost of collecting .the 
tax. v ; ;.j; :'. '■■■.;•'>; •:'..:•;;-} ••>;.':'• : v; ; .'. Y- ;■ ! 'Vv.-';. 

The, identifying tax number that is issued can be used by : the busi- 
ness to buy goods I for resale without paying sales tax to the sup- 
plier. When a business buys goods or materials tax free and then 
uses them in the bjusiness, they are subject to a use tax. • / 
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Application for the tax number should be made at the Department of 
Revenue in yqur state. ; f\ ■ : <<^M^?j :;' £ : 

&• Intafagible Personal Property Tax f 



Two types of intangible personal property taxes are levied; VY. 

P A non-recurring tax on notes, bonds* and other obligations 
secured by mortgage, deed of < trust, or' other lien on. real 
property* This tax is collected at the time of recording of 

•\ -.; . /. - ^.the :dpcUments • \ -\ :4\ • v^^*'^ 

: }ty such ithings '^M^stiK^Jii £ bonds ^*:^xi^:eB^ : e^d' 

accounts receivable which are held by the business on 

: .Jariuary: ; v,l\v^'o^ 

v December 31 balance sheety i mus!t ;be filed bef ore Jutie 30 with ; 

total due is less than $5; 00 •;). •'/•*•'/•.'-'.. . <> ; : 7y\' 

e* Other Taxes • • - ' 

-Taxe^ 
^ • For a 

Local Taxes . ."/• 

a/ Real Property Tax / •'• : 

Property taxes are based on the value of tile property on a set, 
preceding date. Check county 
in which the prb per ty is located for property tax 

b. Tangible Personal Property Tax 

\ • i ; The tangible perspnal^ includes what; is commonly known 

; as . the inventory tax. n All items of iilyent^ry are assessed each 
V y^r^ at a percentage of : thei valuation, except for raw 

; :V:Y terials and vgoods /:;vin'"' the process ; of 

• V , ; tures , machine ry ^ • aid equlpmerit ; ; ar e:- subject to 1 tangible pers bna 1 

r p^perty: taxi . ^ The ' tax .rate for 
y r ;erty «; o p 

y pur^rbus ine sis is 1 oca ted •'{■:'■ 



Workers 1 Compensation .. Y : ; 

I^ileY states do; hayei a} Workers f Compensation law 

which affects" m^ 



p loyees must , comply, with the -law either by obtaining a Workers V Compen- 
sation-Insurance Policy through an insurance agent, or Iby qualifying as 
a self-insurer. For additional information, contact: Derawrtment of 
Labor and Employment Security, Division of Workers 1 Coihpens/^on. 



;'<•• 



m 



Source: Credit for this information and general format goes to'^velyn 
Fine, Program Coordinator, Center for Small Business, Daytona Beach Com- 
munity College, Fiorida. / -'. > 
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IJHIT 11: BDYIHC OR STARTING A SMALL BUSINESS 



A'.:.: 



PURPOSE: r The purpose of this unit is" 
to present the advantages and 
disadvantages of buying or 
starting a small business • 

CHBJK unit: , you 

v. - ;:i ^ry^fe^ili^ be ablis to evaluate the 
advantages and disadvantages 
of buying or starting a small 

' l >v-- ; '-' ■'. ; business> -'V:^.'-.' ••'••'•.'• r - 
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UNIT 11» BUYING OR STARTING^ A SMALL BUSINESS - V 

If you are considering ^ a business rather than starting one from 
the ground up,; you should ( :/conaider the kind of -business you really want. 
Take careful stock of you* interests , work experiences 9 educational back- 
ground, and\ energy level. /.Geographical preference also may be a factor in 
your search. V '.• /-;>»•••; •'/.:.' ' ' ^'. : "V' ,: ^ ■."'■■■<■■,.:■■.•"}.. \ ■ 

.;-.When:" you find a likely prospect } take a long and hard look at: (1) the 
business; (2) its past performance; v (3) its future prospects ; (4) its loca- 
tion; (5) the business Atmosphere in general; imd (6) the business climate 
for the particular product or service offered. Also, ask yourself , "Real- 
istically, am I up to /taking on the problems I would 4e inheriting?" 

Some specific ^teps that might be helpfuloto' you as' a prospective buyer 
are outlined in the following passages from Small Business Manage ment . 

' Find out why the current owner is selling . There are any number of 
personal reasons why someone would, sell a business . The one reason you 

y have to be concerned about is that the firm may be going into a de- 
cline. Perhaps the owner has some information about a possible private 
or public construction plan that could seriously affect business r ^ Is 
the owner really fed up with shoplifting, unsafe ""streets, new property- 
takes, burdensome regulations , growing competition,^etc ? ^ou" 1 11 have 
to check out all the angles. Beware^ of "bargain" business' opportuni- 
ties; maipr people have been victimized by what seemed' like the best 
possible yof f er at the time. ' \ / 

Determine how profitable the business is how and has 'been for several 
years . This will require an intense analysis of the business. 

Have ftn accountant conduct an audit to make certain that the records 
. you're obtaining are accurate and complete statements. 

Weigh the assets of the business against the liabilities. Such items 
as /goodwill in the community may or may not help you if you become the 
n^xt owner. It 1 s * wise to have your accountant verify the assets and 
tjieir condition by, for example, physically checking the inventory. 

yObtain the accountant's advice on how to minimize taxes if you buy the 
j business . Would paying cash for the business be preferable to buying 
/ capital stock in the cbrporat ion? Or would the reverse be true? You 



. / 

7 ■■ 
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want to establish your: best tax position initially; this is 'the time to 
do it* ' 

Make certain you are represented by an attorney during the final nego- 
tiating stages and at the closing. It's preferable to have an indepen- 
dent third party such as a title company act as the closing agent . t You 
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should be on guard if the seller suggests that his or her attorney act 
as the agent. Your atjtprney can prepare agreements and closing papers, 
\ including the following! *. 

' :'>• . * .' •".'>*:•'■ \ :' rX ; -. v O : '■" ' 'V' -:V. 

o A description- of what is being sold. f v v 

• ■• : '. ' •. ' V : :.-V V :■".>■' .". -• f - ' ■ '' : " "' v "• v " ' ' 

o Agreements on adjustments involving insurance ; pre- 

)}'/)' miutds, payroll, rent, and so on. 

6 Seller's warranties against false statements. B 
: v o Seller's convenant not to compete against you. 11 , 

Should Too Buy a Business? - . . Or, Start One? ^ 

In making the decision about buying as opposed to starting a business, 
you should realize that the decision ^involved is a tradeoff. In buying, 
you are taking another person 's busine ss and changing it to make , it your 
own; you are not initiating your own businesses you 

The following discussion looks at the advantages and disadvantages of buy-: 
ing an existing business^ ' x ' ' " 



Advantages 



o Will save you the enormous time and effort required to start a 
business. ; ; ^y;;:;Sf' '.; ■ •■ 

o Will save basic start-up costs. 

o Means the firm's resources and capabilities are more of a known 
;'. quantity. \ ' v/f - -O -/'••■' " ^v-.^ 

o Could increase your chance of success if the business is a solid one. 
Disadvantages 

o Allows fewer options^f or the buyer ~ particularly in selecting loca- 
tion, building, equipment, etc. , f 

p May require considerable money arid effort to change an old image , 
- modernize ;a° facility, and/or attract new clientele. ■ 

o- Bequeathes you the hidden liabilities of. the old firm such as nega- 
tive attitudes ;tbf emplpyees/cus tomers , or well-entrenched practices; 
that ate difficult to eliminate. 
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Your decision to buy a business or initiate one of your .own is a per- 
sonal one that depends on your circumstances,* attitudes, and experience, as 
well as the existing opportunities to enter a business for profit and en- 
joyment . Only you know what is right for you. A 

Small Business Administration publications that might be helpful \ln 
making your decision are: . 



o Thinking About Going Into Business (SMA/170). 
o Home Business (Small Business Bibliography/2), 



1 



The latter lists books in a variety of areas to help 
those looking f6r a small business to operate at home. 



Footnotes 



/ 



'"V 



, 1 . Adapted from H. N. Broom and Justin G. Longnecker, Small Business 
Management, Cincinnati, Ohio: South-Western Publishing Company^ 1979, pp. 

£/ ™ • /'•. .: ' - f 



,64-70. 



2r Dan Steinhoff, Small Business Management Fundamentals, New York: 
McGraw-Hill, 1978, p. 258. / ^ * 
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SUPPLEMENTAL INFOfiMAJION 



What! Does a Prospective Business Owner Need to Explore 
Before Buying an Exist log Business? 



Profitability , 
Tangible Assets 

Merchandise Inventory 



Equipment 
Fixtures 



Supplies r 

: j . : : 

Accounts Receivable 

Credit Records 
Mailing Lists 
Leases 
Goodwill 



Itemization ' 

Condition ^* 
Age 

V 

... 1 v 

Condition 

Age J 
Market Value (allowing for depre- 
ciation and obsolescence) 



Age 

Collectibility 



Liabilities ! V * - 

Basic legal advice needed before purchase of an existing business 
should include but not be limited to: » 

■ ,• ,\. ; • ' ; o \ , • ; . • - ■[ 

a. A description of what is being sold. 

b. ThjL purchase price. 

c. A^statement of how adjustments are to be handled at the time oi 
clo^ 

• roll 



osing (for example, adjustments for , inventory sold, rent, pay* 
11, and insurance premiums). 



d. Buyer's assumption of contracts and liabilities. 

e. Seller'si warranties (for example, warranty protection for the btiyer 
^against (false statements of the seller* inaccurate financial data, 

and undisclosed liabilities). 



. f • Seller ' s obligation and assumption of risk pending closing. 

y Covenant o£ 8^ to compete* 

h. Time, place, and procedures of closing. '\ 



Source: .Adapted from Wendell 0. Met calf , Starting and Managing a Small 
Business of Y8ur Own, Starting and Manglng Series, Volume 1, Third Edition, 
(U.S. Small Business Adminstratipn, 1973), p. 40. 



RAISING CAPITAL 



PURPOSE: 



OBJECTIVE: 



The purpose of this? unit vis t 
quaint you with various sources of 
funds for your business arid ;prdcer- 
dures for applying for such funds . 

Ato the fend o f thi s unit , yb u/wil 1 " tie • 
;,able to identify sources of fund^ 
for your business^ You t; wi 11 haive 
procedures for "applying far a bank 
loan, an SBA Ibari,^ ^ loan 
through an SBIC or MESBIC In ad- 
dition;, by preparing the loan app li- 
: cation pacjcage^ y 
viewed all of the -information you 
have developed, during the course • "'/:•: 
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r You are now t ready to ^onsid'er how to raise money in order to start your 
own business* Thfs unit discusses how to do this* 

'"■ Your Own Resources / • v. :, ; . • • ; ' ; ; " :<■'. ..V. ..... • 

vta to do . i.' You must 

wei,gh 'what f ^ 

on ^the ; accumulated cash value of yo pf your own rer 

sources ;in a business venture - is a very se rious step . . You mus t no tip 
consider what^^^y from your • reserves ,;but what wou Id : hip pen r i f r 

ydu had a business failure and your capital was lost . Also, if you . bor 
from the cash value of your life insurance, the db^ 
, aiice coverage left is lowered by the amount you have borrowed/ If you lose 
" your capital on account ; of business failure ^ you forfeit insurance cover- 
ages ; If yoti died • suddenly,^ receive 
that much less from your {insurance policy. W ^ " " 

Getting Help From Others >-V.:-Vv'-^ •:' r \ r .-"v 

V . You may assume at the outset that you will use your own capital . The 
V National Federation of Independent Business developed a small v i business 
owner survey . that showed that 45 percent of the respondent s used personal 
savings to get star ted ; 13 percent acquired funds from friends ; J and 4 per?? 
cent used the resources of private investors . Only 29 percent acquired 
their start-up fundk from" banks or other lending institutions; 1 percerit 
used government funds . Some people say that the best test for you to de- 
cide whether you have a viable business idea or activity is; not whether you 
will invest in it, but rather , will strangers do so V No hard, and fast rule 
exists to guide you a There are many examples of people who used their/ own 
funcls and macle a go of it after banks turned them down. 

No matter how you begin, you may discover later that you need a bank 
loan to get through a special expense or to tide you over a cash flow gap* 
Anytime youo enlist ; the help of others, you will have to justify your ideas 
and* plans • , The more clearly and carefully you have prepared your cas e i the 
better chance you will have of getting help* from others ♦ 

: How do you obtain other people 1 s money? Basically, there are three 

ways:' •'■ ■ • • ..• . ' : \. ,• • J; ' •• -V « 1 -5;.',y' 

1 • Go to y pur network of relatives and friends. V- : ; 

2. Go to a lending institutio^ ^ y " , ■ -\ -\ v ' /'^ 

3. . Go to a venture capitalist?. 
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These methods are not mutually exclusive, and depending on the scale of 
business you wish to undertake, you may have to use all three. In fact, 
they tend to support one another. For example, if you already have raised 
a sizeable amount of capital from friends and relatives, or from a venture 
capitalist, and put it together with your own capital, that fact is likely 
to carry a great deal of weight with 'a lending institution that is-review- 
ing 

I s ; fluite true: 1 

Your Network of Relatives and Friends ■«•.•? ■■ ' 

A social network is a very ■ common way of ^ 
small business • Hfere is where you ^ advantage as ;^an- older 

person. You ha ve Jjee n around for a long time j enough time to build -a netr-i 
work of f riends ^ and relatives in your coinmuni ty , arid some of them might- 
have money to invest / If you can persuade one or a few of them of the va- 
lidity of your idea, ; they inijght be willing to • back you in y^ • as 
ei ther "silent " br active par tne rs . - A typical pat tern is one . in which 
close f r iends have' considered for y ears f the idea of statt irig a bus iness to- 
gether. One day they decide it is time to 'either start a new bueinsss or 
pu r chas e an exi s t ing one . They agree to pool their resou rces > seek further 
backing from others in thei r r e s p e c t i ve networks , and thus accumulate some 
seed money. Then they go to a commercial lender or a ven t u r e c ap i t a 1 i s t to 
' raise more •« ~ - • • ■ ] --.- ' • . / ■ : . 'V'- : ■ 

A word of caut ion^ohowever : your social or informal ne twork can be a 
dangerous jsource of seed money. Friends and relatives have a tendency to 
as sociate lending money with owne rship and may inte rf ere wi th the mtiirig 
of the business. Disagreements Qver how to run the business, especially if 
you face £ downturn in profits; can end friendships and spljLt families . 

Lending Institutions V 

The customary lending source for starting a small busines s is a bank. 
Although changes in federal laws are expected to "allow savings and loan as- 
sociations, wh i c h t r a d i t i ona 1 ly ha ve been involved in financing real estate 
transactions, to enter the fields of consumer and commerical lending, there 
is no ireason to- think that their standards for judging, the merits of loan 
applications (and applicants ) will be any different from those of banks. 
In fact, bankers expect the .savings and loan associations to acquire quick 
expertise in these new areas simply by hiring talent away from the banking 
industry:. . : ;r • ■' ."••;,*••/•. 

Other lending institutions include: 
(2) insurance companies (policy loans) ; 
Small Business Administration (SBA). 



(1) commercial finance companies; 
(3) federal agencies such as the 

V.-. .- ; " • * • \ ' • ■ '.. • "'. '■ • ' - 
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There are three reasons to borrow money: 



.1 ? lo obtain s tar t-up . money ,f or, your business* v, 

working capitai for ; growth. 
3.. To cover a temporary lag in cash flow. ^5;^- * v. 

Loans may be either short-term or long-term. Long-term loans are used 
to buy .equipment and other fixed assets such as a building or commercial 
real estate : (start-up costs), or to carry your company through a period of 
sustained growth (working capital loans ) . Short-term loans are used for 
short-range* purposes in which repayment is linked to a specific event such 
as a single turnover of inventory, sale of a .specific asset, fulfillment of 
a contract and receipt of payment, or the end of a predictable seasonal 
slump. You should. not make the mistake of attempting to finance long-term 
needs with short-term loans or the reverse. . ' : :■ .'^.^y'. , y . f 

Commercial loan officers closely examine two major personal factors lii 
deciding whether to authorize a business loan: (1) your qualifications to 
operate the kind of business you have in mind; and (2) your personal finan- 
cial health. In the case of an older person, they also may weigh what hap- 
pens if you pass awaj/ or are incapacitated. Obviously, this is a standard 
consideration in loaning to anyone, but in the case of an older loan prds- 
pect, the lender may figure the odds differently. Let 's look closer at 
each of these factors. • j\ .^\,;V ; — '^^-'v 



Xoar Qualifications to Operate the Kind of Business Too Have in Mind 

This factor is perhaps the^ most critical; of •all. If you aire hot quali- 
fied to run the business you want to start , other factors in yfeur favor 
will not do you much good. You also heed to recognize that lenders may 
share, a wide ly held > bias that older people are set in their ways ^ are slow 
to learn, and are not innovative. -Try to convince the lender of three 
thingis : if you think he/she4iolds this bias: „ v v 

/■;, o That you have knowledge and experience in the field of A 

your £*oposed business . ^ " 1 •. ■" ' • 1 . ; : " 'V '.: » . : 

o That you are open to ideas, and are capable of learn- 
ing from your own and others 1 experieixces. : '.v; : ;:v' ■•••/.-i 

6 That you can manage the business, make it grow, and 
handle problems that go with growth; 
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If years of work as somebody's employee or in a sideline occupation 
' have allowed you to develop expertise in a given field, that is a plus. On 
the other hand, if a lending officer perceives that your preparation for 
self -employment consists of little more than a lifelong yearning to be your 
"own boss" and some courses, or even a (degree in your field of interests 
your loan application is not likely to be approved. The; attitude, in other 
wordsy} is f t^ 

:'■)■.' "\ \-; [ :. V ■ ,' '.".'*' '.V *;. •'•*•:•*. .'• jr't- 

Your Personal Financial Health 

Even if a loan of f icer is jsa exper- 
ience and management cap 11 ties, that is not? enough . F;ememb er , / you'tnay 
, havg no track record as a business 
fore, will want to know what personal assets you haye to - fa 11 back on • dur-r 
ing the difficult start-up period arid 

expenses duting the early years , when there ^ou 11 1 tie or no profit. 

If you have few liquid assets and are heavily *^ 
ting a business loan are sHm 

have raised too re than 50 g e r cent b f the new c dm p any 1 s ass e t s befipre opening 
Jthe doors . Loan of f icfers - are >not interested iri becoming ^senior " 
in ybur r; , business ' by supplying the- bulk; of your capital ; i\ they are primarily 
' r iVtere s ted in making mooiey by lending 'money with maxijnum s af e ty to them- 
selves. It is highly reassuring to them to* know that you raised more than 
half of what you need. ^ Your willingness to liquidate assets to go into 
business is a favorable sign; to "thein. If least ha lf : of 

the capital, you are in charge , and that is why you want to be in business 
in the first place. ' .J' > -; ;*~ .;• 

If you are an older person who wants to start a business: and you have 
little or no capital but are willing to put up your own home as holla ter al 
for a commexical loan, you should ' be aware that there is substantial risk 
of default on the loan, and therefore a good chance that; the home will be 
repossessed. This may be a big risk for you to take. Also, the|:l 
look at your age and be. skeptical about your ability to handle a long-term 
loan. In that events the conversation may shift to arrangements you can 
make 1 to., assure continuity of your business in case you are out of the pic- 
ture. If you cannot of fer satisfactory .answers, the lender only may . be in- 
terested in a short-term loan. / v 

Getting a business loan is' not a simple matter of filling out forms and 
having your > credit rating checked . There will be forms to fill out, of 
course, and your credit rating definitely will be checked, but before you- 
even get to that stage, you" must make certain that / your business plan is 
well prepared. Your written plan will describe your plans in detail, and 
help you "sell" your business to the y lender. 
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In 'addition to the personal information in your prospectus (business* 
plan), the lender will want iim^ There are four major 

, questions: .. . X- J ; ; . / ^ . I -\ % ' * \ t . ' v 

^* Is;;;;:d^rei: ; a ; n&x&e t , % and ) can your biy3 ine s s • ge t ^a;- big 'j-v : 
enough piece of it to survive and grow? . 



- )••• 



dtir ing; the J i r sty ear 'or ; two ? 

4 •;•>* What lis ; the 1^ 
• - wta^ if you have to drop out of the picture ? 



Additiona 1 questions you will be asked concern your place in the market : 

v p Is; there a need for the^^ you want -v.;:^lv: 

\ to sell? . I .: • .:■ -y • ; \ .']■-'}./: :\r:;:,.r',y,: : ., 

b Who will be your customers ajyl how big a market do v :^ ^ 
-'"'they' represent?: /'• X ' - /V- - •; 

' o How do you propose to reach the ;t§rget market? What 
sales approaches and strategies will you use? 

o What proportion of thai: market do you expect to cap^ 

ture in the short-term )and in the lohg-term?^^^^^^^^^^^^^^^^^ ; ^ y'^ V: ' 

6 Will that propdrt i pn add up to a workable basis for 
/ ; you to keep functioning and make an adequate prof it ? i 

• o Who are your cbmpe t it or s , and why do you believe ,■ you S 
can compete^ with' them? ' 



What will be your price structure? v 
' i) What are your short-term and long-term plans ? 

There als o will be questions concerning j/dSr or ga nization; 



o What physical arrangement and capital equipment are 
needed Vtovstart your business? 

o How will the plant be organized to produce your prod- 

> iicts: or ^seryjfe 
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q How will you work, with suppliers? ' 

o What would happen to the business if on your death or" 
disability your capital had to be withdrawn? 

o How many employees will you hire? 




What ' ;are th^ir ; skillisr 

•'-/.•• ;'• •'••and,; .qualifications?'- 

■o', Whp will take your place if ^necessary? *• •:■: ' 

:v^ ; ;r-' :; -;"";''\-'V-;P ^Are employees w^ 
•::' ; >: ; ^ayaiiable^ : iri^;the: 

; Most of these, questions should sound familiar to you- by/ now ^ 
you may have; answer approach to a lender ts to hay e 

a : well-prepaid 1^ : plari, know -how , tb ; p^ 

able to answer the many : ;questiqns-yoUv/will^ 

; Ai^one 'who want ^ 

• v - ^ triiBfi It ±ocj^ : ; o ;^a^c^K« xr^: J '^on c is ir ri ' V ; : 3L end ie x: s *s ^ ' tzliLeL ^qii e s t ;± p ri ^ v ^^rt tt^l^ii ± ty' « 
tenders ': tend to be especially ; wary of?; sole proprietorship^ ^ They Jare . re--^ 
luctant to lend money to businesses t^ 
pal owner or key person dies, becomes disabled^ 

boredom or fatigue. A lender ; may r equi r e y ou ; to {pur cha s e .a Vk ey-man ^' -in- 
surance policy to guarantee repayment of- the- loan; in the ■•■••eye.nt oi- such mis- 
fortune. Because of this concern, it may be a good idea 'for an older en-, 
trepreneur to team with one (ory more ) t rus ted > quail f t iedy and dedi cated 
younger associate. This is known: as a^ 
By proyiding a clear line of succession^ you gl 

surance :'.of ; -cbntinuity^^ '■<■:]' 

The Venture Capitalist 

The essential difference between venture capitalists and the lending 
institutions is one of - emphasis, v: Lending institutions are interested i 
your potential; for success because they want you to be able to repay the 
loan and >; return for more ^ 

:^nt . t^ worth buying, into, because that is 

precisely what you are ■ asking them to do . . You are at t emp t ihg to sell ^a 
piece: of the action . V Therefore , you should k eep in mind tha t a C venture 
capitalist who ymakes a ma jor investment ir( your business may. expect to have 
a great deal to say about 'how it is run, because the inve s tment is made 
with the expectation of sharing in the i^rdf i ta#v* I "■■■>'■ -: : yy\; 

'Locating a venture cap! talis t may rfetmiire some personal "connect ions 
Venture capital i^ small business investment companies 

~ SBI^ Enterprise SBICS) — that specialize in in- 

yesting in. bus^ 

''••'/:'-•'•■ '••/;;;:• - : v.-;-:.; ■^ : • ; ;".•..■; : ^:.•'■■.'^';■• Zr.. ••' :v':V' : iiV,;'-'irifl .••'->•'••.; 



, information as are lending ins titujtions. They want to know: v 

o Your qualifi cat ions and th os e of y ou r issociat es . ' 
o Your financial picture^ including your assets, liquid- 

';• .";V o Your or ganiz at ional s t rti ct uire • r;' ,/v7:.^:^-V $^;^w\L' 

£ ■'. ^. ^ o ..Your/- short-t era 

■•.o.,:The'^ / market' f or you r - pr odu c t or service and your ; mar- • • 
keting strategies. . , , - , 

■ .."your business. - • 

^ There are a nuinbe 

• country that are licensed by SBA and receive/ SBA loans for the exclusive 
purpose of. investing in small businesses • ; The companies have an associa- 
tion that publishes a membership di recto each 
. member firm, the kinds ' of businesses they s 
of th e i r i n ve ai t me 
'elation of Small Business Inv^ 



% The Reality of Obtaining a Business Lo^n Today 



Obtaining a business loan today is < a very f brmal- process j unlike in the ; 
"old days'- when, it ftas easier to .know a^^ b 

tionship. Althou ^coilateral always have 

ybeen essential i 

banker already knew youi or; if your parents grew (up • together in the "same 
community < Some of the * personal touch still remains in small town and 
rural banks , but more and more ; smaller local banks are feeing absorbed/ by 
Bigger ones jthat convert is a } :: disconcert^ 

ing tendency^ for " to pther^ branches or upv 

the corporate ladder, so about the time a branch manager gets to know ^bu 
■ and understand your needs, a transfer occurs and you have to start all over 
again with someone who sees you as a total stranger. V ? i; 

Shopping for the Best Deal 

TheV lending indu s t ry i s no t uni f orm . In t e r e s t rates vary among insti- 
tutions, though not greatly. Stilly evien a difference of a fraction of a 
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S^percentage point can add up to a significant sum of • money when a substan- 
tial' amount is borrowed for, ' say, three to ten years. It is worthwhile to 
shop for the lowest possible rates. 

You also should be aware that' this may be a poor time to borrow money 
t0 , 8tart a business. Interest rates may continue to be high, and, if busi<- 
ness conditions are poor, business loans may be yery , hffrd to get. If you 
have to rely on loans at a high prime rate, you may be taking on more of a 
debt service than your business can afford. If you get involved with a' 
high, interest loan and interest rates drop, you? should be alert to oppor- 
tunities for renegotiating your loan or borrowing to pay of f the first loan 
and replacing it. with one calling. for "a lower interest rate.; 

not the only consideration, hoWever. . Institutions 
also vary in their Willingness to negotiate repayment patterns that accom- 
: mpdate the peculiarities of specific types of businesses. / For example, if 
your kind of business has pronounced seasonal peaks and valleys, and if 
they are regular and predictable, it is possible to negotiate a loan_ repay- 
ment schedule that will allow you to make lower payments during the slow 
8ea80n and higher ones when business is good. 

^"Whatever ' optl^^ you choose when negotiating a small business . loan,- 
there will be both, benefits and limitations, You will need to collect all 
: : . the information about business loans you can and- decide on the option that 
. best meets your needs. : 000- 0?0$A0 

An excellent source of information is ^published by the American Bankers 
,' Association (ABA) , in Washington, D . C> -Small Business Financing . a booklet ' 
"designed to help you determine; your financial needs " and explore alterna- 
tive, types and squrces of financing, " waj3 published in 1980. 



-0i 
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\ SUPPLEMENTAL IHFOHMATIOH 

••;••* "vVr : . : " ;c,^r- Appljrli^ f or a Loan "\ l : •.'• •v--/ 

Following is a checklist of things you should do when applying for a loian 
^at ^a. tank- -..C^S-v. H^^-W^"' -■^'^■l^-::'': ' ! ■.■v-^'*"'"'. • 

1. - Have a checking; account at the bankibefore applying for a loan. 

2. Always be positive, never uncertain if your purpose is a loan.; 

3. Convince the ioan of ftper that giving you a loan will create deposits for 

••:_.;,:•'( his /her bank and will Increase your business cash ;f low; : : y v : • r ; 

4. Remember the bank requires: (a) capacity to repay and (b) collateral. 

The following Items should be included in an information package for a loan. 
1 • Completed business plan (which will include some of the following items) . 

2. * Income S^^^^^fe§v(Prof it and Loss Statement) and Balance Sheet for the 

past three^Sg^r'^f possible^ in a Presentation Folder, prepared by a CPA 
or accountant ." ""•••'•/•" . • i V • > ■ ' ; - ; 

3 . Accounts Receivable arid Accounts Payable , and age of accounts • 

4. Pro Forma Statements (projected financial statements: Balance Sheet and 
Prof it and Loss Statement). S^'-l . V / ■■' 

5 • Inventory with description. 

6. Equipment listing with liens indicated. : — . ^ * : 

7 . V Insurance coverage • "" , \ ' 

8. Pictures of business or equipment t6 be purchased. 

9 . Major suppliers / • : *'[ 

10. Major, customers;. ; " •: v-^ . : 

11. List of ' professional consultants : v lawyer , accountant , insurance agent , 

-bafeker.,:. . etc. • . ■■. Or: ■ ' : ', 

12. Resumes' of key : employees . • 

13. Personal financial statement/ "\ . 
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yj Guide to Obtaining Financing 



Once yo^([ have determined that: you need to obtain financing for your 
business, yjm need to consider applying for £ loan or interesting someone 
In investing in your business. 

There^s-jiwome basic information any lending agency will want to know 
when y ou >pply ^for a loan* The following inf orma t ion is reprinted from the 
Business/'Peyelopiijent Committee of Rosemead 1 s Chamber of Commerce publi ca- 
tion K ^ When Starting a New Business, " Rosemead. 

California.: : X]n :: ',-:;.. [ ; \ :': • ;/ \ \> . :h'.-S;iX'\ ' 

What Does the Bank or Other Lending Agency What to Enov When ton Apply For 
a Loan? >'--V.:'- ' ^/-••jD^.'v Xlr\X. *ly' : - '•; "... v .; s " 

1. Like all good selling, obtaining a bui3iness loan, requires a complete 
presentation of ^ the product -this case, the product is you, your 

managerial ability; and your* business V Itanks, as well is other ' : 

<r o Good personal character and reliability . " 
o Sound business ability • 

o S ucce s 8 in pa s t bus ine s s yen tur e s or sufficient, knowl*- 
■ : edge of business methods .;, to give promise of future 

" . • ■ ■ SUCCeSS • •••";V. ; ;-K ' :K . '/ V." : ;: ; ; J: •.. •. . " V '/ [■[:'.'•'' 

6 Adequate invejStment on the part of the proprt 
o Reasonable need for a loan; \ reasonable probability of- • 
; prepayment on timd and in full^^^^^^^^^^^^^^^^^^^^^^^^^^^^^^^ rf-."/:."'- 



2. Bankers expect you to give factual^ inf orma t ion which may be evaluated 
and verified preliminary to making a loan . Most banks have app Ilea t ion 
forms upon which the information may be listed* They vary somewhat 
from bank to bank. : -\V.'.- : -' : -.: 

You will be able to comply with all reques ts for inf orma t'ion i f you or-- 
ganize your information and thinking \along the lines outlined below. 
. What is the", information required by banks? .They seek the following: 

• ' • : " * .. ••■ .'; '"■ ■ ■■' :' ' •; ' .... <f '" ■'• ' ' '•' '•*;•'/ '.' V. . '■■' [ '■ •' ' . .•• . .'- '.• " •' 

a. -How your business is organized (corporation, part- 
r .nership, or^ proprietorship). This makes a differ- 
ence in the liability feature. 



b. the nature of your business and \ when it was or gar 
nized. Have * - the re bee n any re cent changes in your 

t ••: business name or nature of op'erjfct'ion? 

: ;.. :V/';-.-- V /. . .'• .-, , 

c. * Personal data; concerning the principal owners* For 
v example V include the age qnd marita.1 status of you 

and your partners or principal stockholders. ; Where* 
'do you haye your personal bank accounts? : In what 

business &nd civic organizations f dp you have . mem- 
' heirships ? l>o you and y ou t as s oc ia t es cairry life 
. insurance? In what amounts 9 and who are the bene- , 

ficiarie8? Is there any life insurance carried by 

y ou or your ass be i a t es for the benefit of the bu s i- 

ness ? Tast credit history references- 

d. Business banking connections : Where dfbes your busi- 
ness maintain bank accounts? What is its bank in- 
debtedness? Is. there any indebtedness other than 
with bankets? If the business is organized as a " 
partnership, do the partners have any contingent 
debts outstanding? t •. >yV"" : \T 

e* How do you propose to repay the loan and what is the 
purpose of the loan? * 




In many ways," the purpose of the loan is the most important feature of 
the loan applicat ion . The lender wanps to be sure the loan will be 
used for a necessary # business purpose. Your ability' to establish that 
will be extremely helpful. To ^> rove your business need for a loan, you 
should cover such' points as the following: \ g « v x 

Is it for a business operation of a self-liquidating 
character? For example , is the loan needed to fi- 
nance the purchase of merchandise which can be sold 
before the loan is due? 

Do you have orders for merchandise which will re- 
quire additional wdrking capital to manufacture? ; 

Will the funds be used to purchase equipment having ' 
a general purpose or a specialized one? 

Hqw did you arrive at the amount of the ban re- 
quested? Is it the 7 minimum necessary for the in- 
tended purpose? 1 



b. 



d. 
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4. Your bank will want to talk about your prospects. You must be reai; 



ty to: 



a. Give a brief account of the futures of your business* in 
; terms of such qy est ions as the probable demand for its 

products or services, and the presence, absence, or pros- 
peqts of competition, / 

b. Sriow what will be your probable/ future ability to obtain 
raw; materials or supplies of ^merchandise and what the 
costs will be. . ■ / / ■ 

c * Show what you think fiiture price levels will mean to the 
valuation of your present inventories. How is your in- 
ventory valued? / / 

d. PointWt any other items which will shed light upon your 
business. 



>. Your bank will, of course, ask you for a balance sheet. ' In it, you will' 
, list yqur^business asset^nd .liabilities as ,of some recent, date, and 
for comparative purposefe, the same - information for the previous year- 
In doing this; 




a. Show proper reserves for depreciation. 

\< i '■ • ' ''V. 'Cr ■■• '"■ ■ 

b. State how you^ inventories have been valuated. dr- 
dinarily they should be valued at cost or market, 

f whichever/ is/lower. 

• • .. '■ '//% j '\ y ■ .' './:'■ ".• :. ' : v . ■ . 

c. 4 Give the dollar jamount of accounts considered pas t 

due or doubtful, or show an adequate reserve foe bad 
■ debts. 



w pYour bank also /will ask for a Summarized" statement of last year r s 
sales, costs of /doing business, and net profit before income taxes. At 
least one previous year -must be shown for established businesses. If 
several years 1 / data are offered, it wil^ be helpful. This should in- 
clude information on how much you and your partners are drawing; from 
the business,/ or how much dividends have been pa f fd in recent .yea^'fl^, 

" '. ; •■• ■ /■ y ' V : ■■ ' .. . "' - 

• Your bank will ask you for income tax returns that support the informa*- 
tion supplied -on youc balance sheet and profit and loss statement. 

If yours is a new business, you will not have much of the foregoing in- 
formation; What should you collect? 

a */ Have some ideas about how you will use the financing • % 

to operate your business /with success. r v < ° 



b. Prove thati you- have built up ', a reputation for paying 7 



i 



u. your obli ga tions when « due . 
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Cm Show you have had adequate business experience in 
this or a sindlar 1 ine of • ef f .or t . 

d. SJjow you hive sufficient financing of . your own to 
warrant a lender taking a reasonable risk in advanc- 
ing part of your financial ^eed r ; ;. ' ' ; : . ; ; " : - .; 

e* Perhaps show ypu have on hand unfilled orders or >■'. 

* business prospects or a character giving reason to 

v ; believe ' that you caa produce " sufficient income to 

- ' repay the loan. . •' ' ■ ■ ' ' £ ' 

Aids in Choosing the Bank Best for You > 

It , is important to choose your bank wisely.. Here are points to watch: 

IV If you can, choose* a banker who is willing to assume a risk, providing 
there is a reasonable assurance of repayment. 

2. Choose a progressive banker, one who is alert to current industrial 
trends, willing to make" loans for new products iand more efficient pro- 
cesses. She/he knows that, in the world of rapid change, ' risk is a 
matter of careful analysis, not merely- of traditional soundness. 

3. Choose a banker who has confidence in the future of your community and 
• -v ' is willing to invest in it. * . : 

4 4 Make sure the* bank is the proper size fpr your business", taking into 
consideration its lending ability under the statutes. V 

5. See whether the bank can buy securities for you or take theiri for safe- 
keeping if you^want to do this. 

6. Find out if "it has night deposit/safe deposit services. 

- 7m Be certain that- its officers are accessible for conferences jwith you 
j •: when yoti require them./ |* 

8. Find out it- its deposits are. guaranteed under the federal statutes. > 

. 9. Find out what service charges will be ' assessed to maintain your ac- 
count. Will an earnings allowance be given as an offset m against ser-: 
vicing expenses? • 

• .. . . • ■ ■ 

10. Does the bank assess a charge, for checks deposited which are returned? 
' Can they assist you in collection? 

; ; ',V V." . 146 ' ". . • . ' 
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11. See if it ^111 willingly furnish you the data you need concerning your 
:^V..v.^ customers - ;or r traded y •: K • • :^'.>.\ % ' • 

12* Hake sure the tank is located so as to; : : V : ?V- .:• 

Facilitate moving your funds for deposit • 

| b. Cash checks for the office or employees* 

c. Cash payroll and petty-cash checks at ia minimum 
V risk. ^ V\ \;j '•• :/> }■ • •.' ... ;. v ' V \. •' \ ;. • • ■•• :'• 

. d. Be of assistance" 5 ^© employees in savings accounts 
V. and other mat ters . 

Your community banker may be more receptive to you than -one in a large 
ci ty • On the other hand, large banks some times charge rates below those of 
their smaller competitors. Your only answer here is to compare. 

Many banks are now setting up special small business departments. 
These are helpful, as long as the rates are favorable. r 

• Do not change a seasoned • baxiking relationship without good reason. On 
the other hand, do not remain dependent upon your pre sent connection if you 
are sure you can do better elsewhere, not only now but over a period of 
time. : ' ' ' v~. : ' • < ' 



(end of reprint) 



The" Loan Package 



Banks , other lending agencies, and investment' firnis all demand exten- 
sive documentation of a loan application. Before preparing a loan package, 
check with the specific lender to determine exactly what is required in a 
loan package and pick up the necessary application forms. Almost any loan 
package will include the f ollowing 'information: ° 

1 . Personal background information, including a resume, experience in the 
field, education and work history, credit references, income state- 
ments, and a recent personal financial statement. \ 

2. A summary of the .business, including a description of the business 
loan, Repayment terms, equity or Investment- of the borrower, and secur- 
ity or collateral for the loan. 

3. A complete business plan. ~ 



... .; Evaluating a Loan Request j\\-;U£s 

t There are five basic criteria that most loan officers take into consid- 
eration, when evaluating a loan package. They are listed below: 

V. - ^ the applicant 's at titude toward credit wi^ 

^including past credit:; history.; V \ : . ■ '; ; '^- : v : v;;;.v : 

2. Capacity - - the applicant's ability to pay back the loan. Sources of 
income that; would have a bearing on the ability to p 

3 • Capital the applicant ' s pers ona 1 wor thy i • e . , savings , property, 
^stocks, bonds, or any other personal or re^ 

4 . Conditions — the economic conditions of the particular industry within 
which you . are starting a business, the community^ the state, and the 

[. '•' ■' ■ - nation. -.■ •..;;,• ' ' V—V '?: :/:V-k : - ■ ' : '-r- '-. ':£, y , 

5 . • Experience — the applicant *s experience in the business or related ex- 

pertise, skills, and managerial experience. 



Selling Your Idea 

Perhaps the least talked about tJtit equally important aspect of obtain- 
ing financing for a new or old business is the ability to sell your idea to 
the loan officer or investment representative.- You may have prepared an 
excellent business' plan and loan package, but unless you can co mm unicate 
your business idea and - plan effectively with the loan officer, you very 
well may not obtain the loan. '.Of. v " ; 

The primary message you want to convey to the banker or other lending 
representative is self-confidence, competence or know-how, coinmitment, and 
enthusiasm for your business and for yourself. There is no one way to com- 
municate this message but you must think about it and practice it before 
you can communicate it to others. 

Practice talking abput" your business •with friends and family. Ask them 
to give you suggestions on the way you communicate . ' Watch yourself in a 
mirror to see how you communicate with your body; then liave a preliminary 
interview with your banker to informally discuss your business plan and the 
loan process. 



Source: . Barbara S. McCaslin and Patricia P. McNam&ra, How to Start 
Your Own Business , Los Angeles, California: University of California, t 

1977. : • • • ,• ,•- ^ * ' 
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SUPPLEMENTAL IHFOHMATIOH 



Make ;ani appointment -w and haveVa preliminary interview: 

about business loans* After your interview^ complete part five below to 
determine the information and benefits you receive the interview. 

1 • Go to your own bank or select a bank according to the L tips suggested in 
the Suppiemental inf ormation f actsheet, "Guide to Obtaining; Financing. " 

2 . Call the loan department and ask t o set up an intervi ew with a loan of- 
ficer to discuss how to apply for a loan. Explain that it is to be a 
preliminary interview. If the bank cannot or will not set up an ap- 
pointment/ask for a referral to another bank. 

3. Be prepared with the -following information before the interview. Volun- 
teer this information during the interview. Do not wait to be asked! 

•^o How%uch*you ideally would like to borrow. ' 

o Ar;comple ted personal financial statement. v 

, o A brief description of your business idea and plan. 

o How much of your own money you can invest. (It should be 40-60 per- 
cent of the amount you want from the bank. For example, if yoii are 
asking for $10,000, you should have $4,000-$6,000 of your : own money 
.•■ ; /to invest. ) - : t ; "";'"' V- . 

o Whether you will apply for a loan independently from your spouse or 
•• jointly. " ' ■■>■ • . 

4. During the interview ask for the following information: 

, o Whether the bank specializes in' any particular type of business loan, 
o A. copy of the bank loan application form. 

o The procedures for applying for a loan and what is required in the 
loan package. 

i : ->'- . " " ;'' " ' . j. . '.■ V ' y * ■■ ' •' V . '• ' ■ ' 

o If the loan officer says that the bank cannot or will not consider a 
loan application from you, ask for an explanation. Ask for advice 
and/or referrals. Thank the officer for the 'interview. 



5. After the interview, answer the following questions on a separate sheet 

••-•of ': paper:';;; ' l ^y : (^ 

• o - Vfha t ^ bank ^ or leni ing f ; ag ency d± d ; 3f bu visit? : 
o Wfiat was Wtfe , and length of the irit erview? : 

: o What was : t^ whom you had / the ^int^rview?^; - ^ 

o Did you feel prepared for the^ ^ ^ 

y es no Please explain your answer; r u ."■ 

o Jrtiat questions did the loan officer ask you? 



i 

o What information and materials did you get from the loan officer? 
o What problems did you encounter? 

o Did you change your business idea or ^es timate of the amount you want 
to borrow based on the information you received in the interview? 



o What overall imp^sision didT^ou have of the interview ? 

o Do you considerj this bank a .potential lending source to start your 
business ? •: • y • ^ r /' V- : : : ''• ^^^T* 

_yes ^no"': — ^rPlease explajto your answer* ; : : • 



p Any other comments' or questions. 



• Source: Barbara S. McCaslih and Patricia P . McNamara , How to Start 

Your Own Business , Los Angeles, Calif ornia: University of California, 
\ 1977. . ;V ''.;--.'.-.^ : . 

V. •*'• '••.'"••'' "*•'• -''•'•• -K" • '/ ^50 ' ■ ':' .- •"• > : :•.••.' ' '^y: y'y.\' -V- 
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SUPPLEMENTAL INFORMATION > 
Considerations in the Loan Proposal Package 

1. Amount: Specific — Justify — What is the amount you need? 

2. Purpose: Be Concise — To The Point — Why do you nec^ k loan? ^ 

3. Repayment: When and how are you going to repay the loan? 

Short-term (less than one year) — "Working Capital" 
Long-term (over one year) — "Term" 

Gear repayment to source of income (and sometime collateral value). 

Term Loan: y/.o'y 

o Purchase equipment. 

o Leasehold improvements . 

o Expand. A -V; v;V.V*. 

o Finance permanent increase in receivables and , inventory due to sales 
'■.;/. increase. : ":;'/...'• 

./" o Refinance existing debt more economically. 

Line of Credit: receivables financing . [ ' 

Sources of repayment: 

o Conversion of assets to cash, 
o Retained cash profits, 
o New capital in cash. 

o Borrowing from another source. y. 
o Guarantors. 

4. Collateral: What have you that represents dollar value? 0 

Type, value, quantity, basis of value, date, and source of valuation. 
Maybe also marketability, restricted use, quality, etc. 

First lien interest needed. ~ ■. ■ : - 

Insurance: hazard, flood, life, etc. 

Receivables, inventory, equipment, real estate, assignment of rents, 
etc. 
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5. Business History — Management: What will best describe your business? 

Names of managers and their ownership; capital investment (25 per 

cent plus, 50 percent); probability of changes within the loan term; 

years of experience in the field and in management; management ability* 

Natiiref of business; fi;f prm T >^pf : Ki^iMBBl: (s ble ^ w ; 
corporation); - asspciat^ business 

• Relative size • in the industry; competition. ■/ v '«••;; " y';.- 

-Date business originated; when present management began control. 

6. Cre^ or persons 

. will give yon . good credit references? • •;>••;•/« 

Bank, trade/ other in writing; credit car^^ good , current , and easy ; 

."• '-to. .check '-^/'v./-'';; \ v; ! y : : " . ( ^'\.v. : • *.' : ' 

7. Guarantors: Will there be any guarantors? -:/* 

Names; amounts; financial statements- Y 

v What is their ability to pay the loan if needed? % 

Statement of personal history: social security number, date of birth, ; 
residence, work, education, etc. 

, Secured or unsecured* '* . 

■ 8. Financial Condition: What is your present financial 

Financial Statements: 

o Personally prepared versus CPA prepared. •; 

o Compiled; reviewed; or audited. v v 

o Balance She^t; Profit and Loss Statement; source and application of 
funds* • «=v 

Debt to income analysis: 

o Af ter Tax Income ':'■'■[■■'■ ' .- ; , • • - 

Plus Depreciation 
Less Fixed Payments 

Margin (for breathing room, future needs, 
capital growth, living expenses) 

:i \ ' ■ ■ : ®. r : ■■]■■.'■ • ••" ; ,. '•' ' \. " ■ •: 
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o Pro Forma Balance Sheet; Profit and Loss Statement; Cash Flow (plan- 
ning ahead).. - ;^rrf:v- ■■■ • : ^ v- 

o Budge t /Project ions. v v 

What records' and > facts d your fii^nciii 

. condition? •• •*•.;; .-';. • ■'• v . •»••'••■••. :; -:.-,v 

•Balance ' ; Sheet:;-;;;;''': : ^ : -w , .;. ■ '■" ,■:*.:•■ ■ V : > r s ; J; 

o S napsho t of one mo me n t , one date. , 

o Assets: What you own'. 

o Liabilities: What you owe. v '•"•/;••• v;-/ 

6 Net Worth: Assets less Liabilities. 



Source: Jerry Leadham, Business Division, Clackamas Community College 
Oregon City, Oregon. >. * . • * 
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i SUPPI^MKHTAL IHFOBMATION 
Requesting an SBA Loan for Starting a Hew Business 

The following are prbc ediires > to us e when requestirig in t SBA guaranteed loan 

v'^to.;Start.^ i/lrl-V 

- 1 ' cri be :vin de tail the type of business to be established/ 6wneir- f s ex- 
perience, product or service, etc. >/ I 

?• \J re P are : a Projection of earnings ^for^ tte 
t : >adequate to satisfy loan requei3ted and other obligations. 

3 • Submit details bif how you intend to create the sales volume and prof its 
to repay loaiity ^ ■ VV''"'. ' ■••'V' 

4. Describe in detail how t^te funds from the loan will be used. 

V You must have a reasonable investment in the business. Indicate how 
• ".v.' JMCh of your own funds will be injected into thie^usinessv^^^^^^^^^^^^^^^^^ ■ . 

6. Submit a lis t of colia teral to be offered as security for the loan* 

• 7. Terms of repayment: ' ; ' 

a. Up to 6 years for operating capital and purchases of inventory. 

b. Up to 10 years for purchase of machinery and equipment furniture 
and fixtures, leasehold improvements, and renovations. 

c. Up to 20 years for construction of a new building. 

8. Take this material with you to a commerical bank. Ask the bank for an 
SBA Loan Guaranty Application. . ^ v 

9. If the bank is interested, they will give you the loan application and 
: related forms. Complete the forms and return them to the - bank , whi ch 

will in turn forward them to SBA with a cover letter. *° 

, . ' " ■ ... ; • •'•.0' '">.•.. ' '• . 

To Purchase a Business ' \v- 

1 . Obtain two prior years of tax returns (Balance Sheets and Profit* and 
Loss Statements from seller). 

2 • Submit a copy of purchase-sale agreement. 

3v If a franchise business, submit copy of , franchise agreement 
4. FojLlo** procedures 1 through 9 above. y 



Source: Br^^^ Florida, SCORE Chapter. 
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APPENDIX B 

Sources of Assistance and Information Heeded 
for Going Into a Small Business 

Gonnnunity Resource List 



Bef ore ygu begin your business,' you should find the resources in your com- 
munity that can help you. Fill in the blanks below as you continue in 
class. Your instructor *will be able, to assist you in gathering the 
information* . - : " •• - ' ' v". - >-.;•■-■ 





Address " - Phone 




Banker '»■■■."■ • 






Lawyer 






Accountant 


--T • . • ' r< 




Insurance Ageny 






*• ' 

Chamber of Commerce 


■• . ■ — — K ..... ; . 1 • 




Better Business Bureau 








*'...'.'••••.•.>'■ 




U.S. Department of Labor,, 


... . : . ■ •". ■ 
Wage/Hour /Public Contracts Division 
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Local Office, Internal Revenue Service for Employers ' 'ID Number and "Tax 
Guide for Small Business" ' ;'••>-• ; .* '-' v •■' ~, 
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S oclal Securi ty Office (employee wi thholdlng tax) 



City Office of Licenses and Permits (contact City Hall) 



County Office of Licenses and Permits 



Unemployment Compensation Field Tax Office 



State Department of Revenue 



Department of Labor and Employment Security Division of Workers V Comben- 
sation - " 



Potential Suppliers 



^ . .- >i 164 



168 ; V / . ; • .; I 



V 



Business Owners . I Know 
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State Department of Business Development, Department of Commerce, Divi- 
'■ sion of Economic Development 



Trade Associations and Journals 



State Adult Education Department 




Local College Adult Education Department 



.Local High School Adult Education Department 



•• . ■ ■ ■ . . . • ,49 

U.S^ Small Business Administration 



x ■ 



SCORE /ACE 
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State Employment Service 



L ibraries ( business s e c t ion) 



Source: Center for Small Business,; .bay tona Beach Comm College, 
Daytona Beach, Florida. > r '> .' 
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Sources of Assistance and Information Heeded 
for Going Into a Small Business 

National Small Business and Older Persons Resources 



the following organizations ^re listed as Older Persons-Small Business re- 
sources to contact at the national level for additional informations 



Title' " 

American Association of 
Advertising 

American Association of 
Retired Persons 

American Bankers Association 



American Bar Association 



American Institute of Certi- 
fied Public Accountants 



Address 

1899 L Street, NW 
Washington , D. C . 2 003 6 

1901 K Street, NW 
Washington, D.C. 20006 



Phone 

(202) 331-7345 

(202) 872-4700 



1120 Connecticut Avenue, NW (202) 467-4000 
Washington, D.C. 20036 



1800 M Street, NW 
Washington, D.C. 20036 

1620 I Street, NW 
Washington, D.C . 20006 



(202) 287-6012 
(202) 872-8190 



American Insurance ^ 
Association 

• ' t a. 

American Telephone and Tele- 
graph Public, Affairs 

Chamber of Commerce of the . 
U.S. National Headquarters 

Green Thumb, Inc. 



Internal Revenue Service 



National Advisory Council on 
Economic Opportunity 

National Alliance bf Business 



1025 Connecticut Avenue, NW 
Washington, D.C. 20036 

1120 20th Street, NW 
Washington, D.C. 20036 

1615 HStreet, NW 
Washington, D.C. 20062 

1012 14th Street, NW 
Washington, D.C. 20005 

1111 Constitution Avenue, NW 
Washington, D.C. 20224 

1725 K Street jNW 
Washington, D.C . 2 0006 

1015 15th Street, NW . ' 
Washington, P.C. 20005 



(202) 293-3010 
(202) 457-3810 
(202) 659-6000 
(202) 789-5400 
(202) 566-5000 



(202) 254-3217 
(202) 655-4000 

(202) 457-0040 
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National Association of 
Accountants 

National Association of • ..:*< 
Attorneys General 

National Association of Busi- 
ness Investment Companies 

National Assocjfcion of 

State Units of Aging 

National Bar Association 



National Business Education 
Association ; 

National Council of Senior 
Citizens 

Na t ional C ounc i 1 on the 
Aging, :Inc. 



National Federation of Inde- 
pendent .Business Owners 

National Savings/Loan League 



Rural America, Inc. 



Rural American Women 



U.S. House of Representatives 
• Small Business Committee* 



U.S . Senate Small Business 
. Committee 



1666 K Street; NW 
Washington, D.C. 20006 

444 N. Capital S treet, NW 
Washington, D.C. 20001 

1435 G ; Street, NW 
Washington, D.C. 20005 

1828 L Street, NW 
Washington, D.C. 20036 

1900 L Street, NW 
Washington, D .C. 20036 

1906 Association Drive , 
Reston, Virginia 22090 

1511 : K Street, NW 
Washington, D.C. 20005 

600 Mary land. A venue, SW 
West Wing 100 
Washington, D.C. 20024 

L f Enfant- Plaza East, SW 
Washington, D.C. 20024 

1101 15th Street, NW 
Washington, D.C. 20005 

1346 Connecticut Avenue, NW 
Washington, D.C. 20036 

1522 K Street, NW 
Washington, D.C. 20005 

2361 Ray burn Building 
Independence Avenue, SW 
Washington, D.C. 20510 

424 Russell Building 
Constitution Avenue, NE 
^Washington, D.C. 20510 



(202) 862-3100 
(202) 624-5456 
(202) 368-3411 
(202) 466-8529 
(202) 463-4200 
(703) 860-0213 
(202) 347-8800 
(202) 479-1200 

(202) 554-9000 
(202) 331-0270 



. : ■ V 

(202) 659-2800 



(202) 785-4700 
(202) 225-5821 

(202) 224-5175 
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^Selected Readings: • 
The Seven Ingredients of Success 

• • ' ; ; ' : • •:' • ' ' ' ' ; - : '" ^y^hy- -\; ; ' ^;;V ' ; - f : ' / " . • V . .'■ 

■y : Vivian Buchan 

? £ "' ■ •: ■■ '• : ' ■ ■ '■ ' • : .. . .■ ' • 

j; ; Anyone who believes success is something you haphazardly catch or find 
hafen't discovered that there is a scientifically simple way to become an 
L^chiever. '\. 

Success means different things to different people. 

f Webster defined it as "a favorable termination of a venture. " . 

\ Disraeli said, "The secret of success is constancy of purpos e. " . 

\ Theordore Roosevelt remarked, "The moats* important single ingredient in 
the formula of success is knowing how to get "along with people. " 

Helen Keller commented, "Not the senses I have, but what I^.db with them 
is ray kingdom of success." V! 

; No matter what success means to you, you 1 11 never achieve it by wishing 
for it or chasing after it ! No one ever finds success or comes to failure. 
The: seeds for both are imbedded in your personality. 

In Psycho-Cybernetics, Dr. Maxwell. Maltz says success results from a 
mixture of seven ingredients. Together, these ingredients or personality 
traits make it possible for us to deal effectively with our: environment and 
the people in^it, to cope with reality and to relate to the human qualities 
in ourselves and others. 

If you put these seven ingredients together, the result invariably will 
be success — no matter how you define it. 

Here they are: . <\-. . ' ■"_ ' . . 



q S — sense of direction. 

o U~ understanding. • 

o C — courage. 

o C — charity. 

o E — - esteem. 

o S — self-acceptance. 

o S — self-confidence. 



Now let's see how each ingredient contributes to the successful outcome 
of an endeavor. "'" ■ • :> 



Setting Goals ' ■ • 

\ o Sense of Direction . \\- S 

This is absolutely fundamental. Without it, pur goals remain dlusive 
arid vague. We're goal seekers by nature. Unless we establish specific 
goals, we wander around in circles getting nowhere. 

We all have a natural drive to control our environment, solve our prob- 
lems, and achieve our goals* When we don't cope with these challenges suc- 
cessfully, we become depressed and purposeless* 

To get a sense pf direction, ask yourself , "What do I want of this job 
or do I even want it at all? Am I progressing or just marking time until 
something happens to come along and make things better?. Where do I want to 
be 10 years from now?" -A - * 

. © Understanding - / ; . \ ;' ; .* ^ 

It's pathetic how much we misunderstand the people with whom we live 
and work. We either say too much or not \enough* We, forget, too, that 
people may react to what we say or do from a perspective that is different 
f rom our own. '[':■■..-■/..■'■ \\.:.\'\ y ■•' : . y' \\ 

Part of this misunderstanding results from the emotional climate that 
surrounds connotative words. These words arouse emotions ' that vary greatly 
from one individual to another. For example, what does the word "red" con- 
jure up in your mind? A sunset, a rose, your friend's hair, an- apple, a 
valentine, your son's tricycle, your new necktie or scarf? Or does it make 
you think of fire, war, hatred, blood, explosions, gunfire, traffic lights, 
communism? -"y 1 ■ • 

5o when you say, "He makes me see red," that statement may not be In- 
terpreted the way you want it to t?e. \ y . 

Reactions to emotionally charged words often cause dif f icultrto-under- 
stand rifts iri relationships* 

Understanding results when we ask ourselves, "Now, ' I wonder \, how he is 
going to interpret this statement? Hclw 4oes he really- feel about this 
idea? • " A y ■ . - y ' ' r . ; y •. 

We must never lose sight of the fact that we; are not logical or ration- 
al creatures. We are emotional creatures who^eact emotionally whether 
it's an overt, response or one disguised beneath /veneer of good manners* 

Become skillful at reading emotional feedback clues and you'll be able 
to establish the kind of communication* that leads to understanding. 
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o Courage , • . :• ' ••" 

It's been suggested that incurable gamblers are afraid to; gamble on> 
themselves, so they gamble at Las Vegas or the racetracks. They lack faith 
in their own ability and talents, but they do have enough courage to ' reset rt 
to negative pursuits. The truly courageous person, however, puts his cour- 
• age to work in a positive way. /;'<::••.;•* ; 

Admiral William F. Halsey 's personal motto, in the words of Admiral 
Nelson, was: "No captain can do very wrong if he places his ship alongside 
that of ; ah enemy. " Halsey believed the- best defense is a -strong of f ense.. 
"All problems, " he said, "personal, national or military become smaller if 
you don't dodge them, but confront them head on. " 

William Nichols , author of Words to Live By/ ^yrote, "Touch a thistle 
timidly, and it pricks you; grasp it boldly and its spines crumble." 

Granted, it takes courage to put your/ abilities on the line when' you're 
hot convinced you're good enough to win. But all gamblers lose how and 
then. It's impossible to beat the odds all the time. The successful per- 
son faces that reality and gambles bravely. 

General R. E. Chambers, chief of the Army's Psychiatry and Neurology 
Consultant Division, says, "ftost people don't know how brave they really 
I are. .'If they only knew they haS^eep resources, it would help give them 
the self-reliance to meet more prbblemfs,: even a big crisis. " \ 

" o Charity . '.y. -/ ; - • • • • y ' ■ ; ■■ 

Most of us think charity means givffig money or help to the less fortu- 
nate.. But Webster defines charity; as "benevolent goodwill toward or love 
of ..humanity. " There's nothing there about money, is there? We've heard it 
said, "Charity begins at home, " and that comes very close to the truth. 
Charity begins with the way we relate to other peopile. 

The time we spend listening to the fears-, longings, hopes, and needs of 
others is time well spent. When you're in pouch with the feelings of oth- 
ers, you develop understanding. You realize the fellow working alongside 
you feels much the same as you do* As your respect and admiration for him 
grow, you develop those qualities in yourself. You gain self-respect, a 
quality that enables you to overlook the mistakes of others as well as your 
own. - x '« ' • v ';. 

• ■ • ' A - • ■ • . . ' ' " • ■ ' ;• .■ . • ' • ' . 

Most of us can forgive another's mistakes more, easily than our own. 
Successful people forgive and forget their errors, and look ahead .to the 
next challenge. \' . • 

o Self-esteem . . ■'■/':'"■' ■../.-'."■/'• 

A psychologist once said, "Of all the traps and pitfalls in life, self- 
^ disesteem is the deadliest and hardest to overcome. It is a pit designed 
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and dug by your own Hands, summed up when we say, "It's no use ~ I can't 
do it.": ,'. ,\' ; ,"• 3 : : ^ \\ - ■ " " 

The person filled with self-doubt is jealous, resentful, bitter and de- 
v fensive. The feeling of inadequacy gives rise to negative emotions. 

People who've lost faith in themselves — or never had* it ~ become 

whining and dour folk who lack self-esteem. The successful person, on the 

other hand, thinks, "I'm what I am and I appreciate myself for what I am. " 
And that's not egotism. It is simply placing the proper value on what you 
have and working with it to ;the best of your ability. 

. . . V " - "■ ' " . ; 

Winning Respect From Others 

No one else will respect you until you respect yourself • The person 
who keeps telling his boss, "I doubt I can handle that project. I don't 
think I have enough ability to cope with, the problems I'll encounter, " be- 
gins to convince the employer it's time to start looking for a replacement. 

The pers on who says, "I've never handled such a project before, but I'm 
glad to have the chance to try. I've solved problems just as tough so I 
imagine I can solve these, too," displays self-esteem that wins respect 
from supervisors and co-workers. 

• o Self -acceptance 

The killjoy is the person who can't accept himself for what he is. He 
wants to be someone else, live like someone else, achieve like someone 
else. He's always looking at those he thinks are smarter, better looking, 
more popular, more affluent. And he imitates people *he admires instead of 
being himself. 

■ ' ■ * .■ ■ * • 

Success isn't achieved through imitation. It's achieved through crea- 
tivity and ingenuity. : - , 

The successful person doesn't have time to moan about what he is or 
isn't; He '8 too busy for that. He takes what he has, what he is, and what 
he can do, and makes the most of it. . .. 

■ Chi Id r en J&Lou Id be taught, "I'm okay, you're okay, eWn if I'm not you 
and you're nonfme. " Children who are constantly compared to others develop * 
self-doubts and, eventually, poor self-images. They then lack the ability, v 
to accept themselves as unique individuals. v " 

o Self-confidence" 

The last ingredient grows out; of self^esteen and self-acceptance. X ou 
have self-confidence when you take pride in your successes instead of moan- 
. ing over past failures. '» 



Mistakes are simply lessons to be. learned. /Dwelling on yesterday's 
error is as futile as grieving over the "F" you got on a third-grade arith- 
metic test. 

Charles. Kettering said, "Any young person who wants to be a scientist 
must be willing to ipil 99 times before hejsucceeds once* and suffer no ego 
damage because of. it/. " . : " ; ... ' / 

Edward W. Bbl^ well-known editor, once remarked, "It's the young^m^n 
of little faith who thinks he's nothing who fails* It's the young man of 
true conception who thinks he's everything who g oes out and proves i t. And 



that doesn't spell conceit or egotism. It simply means he does what he can 
do with gusto and enthusiasm. If he falls now and then, he picks himself 
up and remembers the t;imes he's succeeded. 

You should take time now and . then to^ recall your successes. Relive 
those successful moments in your memory and you'll be reminded that you '-re 
more competent' than you think you are when you've been put down by some 
mistake you've made. 

Combine these seven ingredients whenever you strive for success. 

Remember no one can give you success, sell it to you or make it for 
you. It's a personal effort. And "the personal rewards you'll receive for 
every effort you make abre* likely to be even greater than y6u expect because 
success feeds on itself;" every time you succeed, you're setting the stage 
for another success. ^ % -~ 



Source: The Toastmaster, April 1979, pp. 28-29. 
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Selected Readings 

The Second Time Around: En^repreneurship as a 

s Mid-Career Alternative v 

/ . * ' ' ' ' • .,.v . 

J. Donald Weinrauch 

.- ' ! - — — — 

Rivers have what man ^respects and longs for in his own 
life: a capacity for renewal and replenishment, contin- 
ual energy, creativity, ahd cleansing. 

John M. Kaufman 
Flow East 

Like rivers, many men and women are j3earching for renewal and replen- 
ishment. Many of these searchers are dissatisfied with, their current ca- 
reers. In a comprehensive report entitled, Work in America , written by the 
task force of the Department of Health, Education and Welfare, a striking 
conclusion was reached — that job malcontentment is quite prevalent among 
"both blue-collar and white-collar workers- Such discontent with work is 
common in all walks of life. More : pointedly, Harold Sheppard* and Neal 
Herrick provide systematic evidence that increasing numbers of both white- 
collar and/ blue-collar workers feel 'locked in" and desire midr-career 
change.. Consequently* the authors conclude, one should be* prepared to have 
two or three careers in a lifetime. Such career change seems to be becom- 
ing more of a reali.ty vith the shifting/ needs of society and the dh^nging 
preferences, and interests' of individuals. • v . 

Many individuals who seek new careers - are turning to small business 
ownership. Through entrepreneurship, they hope to achieve "continual 
energy, creativity *^«md cleansing" — .the sense of renewal that Kauffiyan 

^stresses. This article deals with the following facets of this process: 
(1) the .impressive statistical data and trends relating to mid-career 

'changes? (2) the - prevailing - entrepreneurial , spirit inl toid-career * tran- 
sitionj (3) the salient and potential problems for changi|ra careerists who 
become "s^ll business owners; and (4) the ways in which chfanging careerists 
can become" better prepared 'to cope with their £iew midlife careers in 

•entrepreneurship.' /.; ■ V- ■ :' ' " V 

Statistical Data and Trends - ' ' . . y * ' . 

' .Scholarly studies have indicated that; career change is quite common/ A 
U .S_. Department « of* Labor study compared males who were in the*:labor> force 
in l&6|^withl those' who were wbrking in 1970. It found that 32 .2; j^rcent^of 



the men puirveyed had who changed, 

the data ;was to 3"9, V H.6 

ent ;;f rpm-^O to • 0 switched car eers . 




&Lld^orkQrs ^ oyer a five year period. 

- 5 — ^ ork within a 

mere five years.. ; I^lfSf ^l^^^dyto t?h£ inVe$ t i ga tor concluded that 55 



He found that .10 }to ^IpySent^s 

;x1fe^ent of we v$s ppnd'mg ^^^^^nd'ger^. i%tlM/AineT ican • Management As s o- 
'elation ha<r either chafge5^pi?l years or 




with ;*tjie; male population 
' * : >, f rom the data that a L* 
;/ 55 about > crkre^ changes,} a 

y..;- v v.: -'4; 

-v'T is" expected' thati^ 

.'■■|f : * the: f!xture> Sine factW 
^ compos} tion* of r *the oiatipi 
81 "percent mdfce adu It s 3^ 



populati&ns , and 
lies dealt mainly 

ip^^ conclude 
niteer thinking" 

i^q^s^^^^l^^; !w±l^ c ; bfe* ■ eyefe mo re prevalent in 
at*Ji|ri^ the changing, 

^opi^ 2000 there will be 

j^ : '44<*y^ and the number 




^efsia^s;. the ^^g£^"*i^^ other v f actqrs 

^:\^ the life e^qiectaifcy 

^f/: ;c^'^he rB<^Wtion^ at 65 is being; elimi-' 

* -n'ated p mor6 women ^a^ and there is ever* greater in- 

. v ci denize <J'f .qdi<^*e^ the labor force (on the part 

/" v\*»ojf H .chiia^b^ring women ^l<»£ 'ffei$l<a) ^ In : 'addition, an important psycholo- 
gical ;Change has . taken place in tecentjears — an •increased, toiegance by 
■ V\ ■).; ".oi|^ '^iety^qf B^'^^^A^ot hetdonism. The "o r;ganiz at ion man V of * the re- 

outmoded; it Ls now fair more acceptable for 
/v^i*^^^^-^^'^- ' ■ ^ c i^d'l^^g top : managers or^higjh business achievers- to 
v^4 : -,c^ and pursue other professional 'and' social interests. 

; ^ Spiicit in liid-£areer Transition ' : f ~ 

; X third of all executives who , change careers will, 

!end up . in^a small,.' one-person business.* According to one business broker, 
the : ^pi cal e xe c u t i ve ibokirig* f or tiis or her own business is a , person who 
i'S,.-4n the' mid or late forties whose child reii are finished with school and 
Who lis 6 tailed in a career , tired of commuting, fed up with office routine, 
and lbok^ng for a new challenge. . V 11^ 

- .: The entrepreneurial .spirit is contagious' ^jmpng other professionals as 
.„ .-; well* For^^xample, large numbers of civil service employees" will retire 



early 'fjppm § government career; many of ' them will ;have" the"; time, f reedom, : /= 
and capital . to , &tart a business venture. Also, as reported in numerous arr/ t ? >;- 
tides in women f a| magazine^, there is a strong tendency today -for: womeji t$Aii] 
consider^ small' business owernship as an attractive career ^lternativeV' /.'I^^C^ 
has been suggested f requent ly.^that -they; .'can' develop an increased' sense 
" self-worth and, personal satisfaction f rom such a change, while more ef ffec^f, . 

tively using experiences and skills acquired in. managing the houWel(oife 
' unit. ; ' '■' ; ; ■ • * : . ( ' ' 

lt r should be encouraging to students of eat rep reneur shi p to observe 'tfik 
growing enthusiasm for small business ownership -i^s a career altetnatl.|e. . 
Potentially, ,at least, late-blooming entrepreneurs^ can strengthen .fche;;^U0:>. 
business sector" and provide added vigor to the free enterprise . .fey stem. - : 
However^ this otherwise pleasant prospect ig clouded by consi^eration^f a 
serious practical .question. ^ Are these late-blooming owners prepared to 
, meet the challenges and demands of a small business? £h " 



Adjustments and Problems in a Hew Career : .■" "Jfc&T- 

•"■ ■ <-v ."" ■ ■'• .. > : .»v ' ;■ ' - w .. ..: _ . v.;:'-* . . 

Despi te? the virtues of new careers fhf self -employment, small jDUSiness 

^failures are not uncommon ! among s v econd, ^re^rists . Although these^ l^i^i^ 

vi (duals are ; usually plder^ are more f inan-^ - 

daily s table and sec^£^/t^ t\\e% t s t il^jiiaaiy liaye ^ * . 

a difficult time adjusting to smaii^i^^^ ^* '-'.y " >; " 

Interestingly, mo'slt consultants 
verse* shift ' — from .a small organization to • a llarge one — 15 poses fewer . 
problems. ... In, moving f rom , a ^;^1L. to a large company the security" and 
stability is greater and the transition much less atraumatic. A high level . • 
of uncertainty arid: turbiilen<^ is'r inherent . in the planning and imp leraen ta- 
tion of a 'second career thi s - leye 1 vincrea ses with the^ requirements and 
commitments o'r self -employment . ' > ; - >; - , ■ V/ 

• .; J-,V -y^. ' - y>";:.:- / v ' : ; ;^ :y : \ ;:y [l : " ' .-. 1 . / '.. 

The pers oh entering a Secpnd career in entrepreneurship must be some- 
what of a renaissance persoriv Small business management requires a keen 
mind and a desire to lfearn ^within a number of, different areas. For the „. 
sec pnd ; ( qaree r is t \ it of ten requires JjBfc giant /step from spec! aliz ed sk ills 
■ : and kpoW^dge . to the admiiiiist ration .and j^^grat^on of- diverse / o^>^ative , 
. ; ; ai^- 'meager ial^ functiot^sV ; % A former : -' executive w^Lth a ' large compsLtiy rv may ^ 
^ti 11 ^nc punter serious . problems in running a small business . tlany ma nag- 
gers in large organizationis 3 become quite spoiled, specializing to such an / 
extent that they fail to keep up in other functiprial areas. In a large . 
^company they were able to call upon .other specialists -~\ -such as account- 
ants, salesmen, personnel managers, or legal, staff members ' — to advise 
them on particular aspects of business problems.. . Consequently, when they 
begin 3 new entrepreneurial career, they may quickly learn some harsh facts 
about their own inabilities .anjl weaknesses. For some, it may then be too 
l^teL to. develop the varied skills required pf a multifunctional manager. 

''•■•'• ■■'' ■ '/.■ '' " '': ■■-•' ■'. '■■ '■ . • ■', \ • > . . ' : ';' --. v. - 




■"if f..-.* ^.'-J 



ISO 



ERIC 



:./...- ' • ' & 



" In; short, selecting a new career — especially one in small business, 
[management ^ should not be done haphazardly- A career change of this type 
can '^e exciting arid rewarding, however, if one is not cautious and f ar- 
sighted, it may prove to be a major mistake. Thus, i& the growing entre- 
preneurial spirit is to flourish among changing careerists, it ±s y vital to 
develop in advance a systematic # program for starting a new career in a 
small business. • 

The Planning Mix: A Second Time Around 



• r :•• ' * . Physical and Mental Conditioning' 

Small bjUslnes% management . of ten reqtfires long hours of exhausting men- 
tal and physical wbrk. , Ih the beginning, an entrepreneur frequently has to 
perform the physical labor personally to save costs. This may include such 
things as delivering and stocking heavy merchandise, cleaning "the facili- 
ties, working irregular hours, picking up supplies, and constantly travel- 
ing' to find new customers, supplies, investors j or even manufacturers 1 rep- 
resentatives. - Abundant^ endurance and stamina obviously are needed when en- 
v tertiiig ^ a: . second career of this typfe. A thorough physical' checkup thus be-^ 
pcpmes essential before committing oneself to this or any other new career. 

The pros pebtive entrepreneur who is presently emplpyed by a large firm 
should be able^^^^use the company's fringe benefit package to obtain such a 
medical check-up without charge. Other aspects of the firm's fringe- bene^ 
fit package also o shoul<jT be evalu^pd at this point . For example, are some 
of these benefits (such as term'^Life insurance) transferable? If a mid- 
life ca^fegr, change is consummated, can the prospective small business owner 
. afford^toi : pay for; benefits now provided at littl^Sr no cost? - Have all 
'family members used the^toptions available under the ■ umbrella of the large 
company's fringe benefit package? Planned dental work, surgery, stock op- 
tions, and career counseling are among the opportunities that the prospec-.: 
tive entrepreneur may wish to take advantage of . before leaving the .large 
company situation. ; ^ ■<• ' * : i 

•;^''V^^'H o Family Support and Commitment ,,,•;•;: . 
• * ' . ■ ... ■ ' 

It is , 1 1 ; • : know n> that some small business ownera^experience family- 
related ^k^letos^ue to the* heavy commitment of time .Mjfejenergv required of 
them. Fam^ly^^rbblems may be even more -prevalent 

who have . become self-employed. If care -is not exercised', the small busi- 
ness can become a ifedgevbetween the entrepreneur and the^ spouse or other 
family members. Non-wording family members may "even feel excluded es- 
pecially the husband or wifeiwho is not involved with daily matters of the 
small business. \ 

r- ■ . ' ■ - -v a . • .• 

P,robleras of this type can be ^minimized 4. f the career change isCtreatfed M 
as a i&mily commitment. All family members should have some /inpyfc\ih; "Che 'jf^* 
decision -making process. The need for .a. participative decision-making prbjr-J.*! 
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cess becomes./even more critical if the new sfiji^^ 
geographical relocation.. Such amove ■ — combined wlt^ 
small business ownership -r easily can produce, a 'profound ^ 
. ' psychological impact on the entire family. v ' : . * ^^^'A^'^ 'M- 

\ . , rt - ■ ■ . ■ '• .- •«•,••• - ' : ' . ' J '" '' •• V '. .:■ 

' v.-- •')• . . .' ■■ ,T ■ . • • - " ■. v. ■ . .•■ " d . • - • % •„ . : * • 

;:..^s / : .I'f yfctte> career-change decision is affirmative , all a M Jy ^ me mb er s mus t 

; and ad jus t merit s . ; Fpr thiss ; 

; : V y&tei^; : ':^c$' comnuriication and a spirit of , empathy _ among family members is 
;c titp&lv^ /&A co,he si.ve -and' cooperative family .unit is a major asset » to the ' 
secoiid car e'er 1st entering the "u^nf ami liar waters" of small business manage- 
ment, -yff ; : ' i.'"':'-' '"'* "•' ' r. . . 

"2\ : ; .-. ^tfching Self -Analysis and the Destriable Entrepreneurial Traits - 

'^Mflch'! has: been written- on the methods and importance of identifying de- 

the management of a small 




lu<^ 



V/;^^ that they; are of little va 

•■• career decisions. 

'^j^ this article to examine this debate in de- 
t{. .; {iwit^ls^.: it ma$* be helpful f or tjie prospective owner to use 

y£V.'^ her personal characteristics with those 

£&v*^ "desirable for entrepreneurs hi p. Doing so may re-r, 

; !v^v-^ Weaknesses, and neeids, and help the 

A favorable evalua- . 

•vpjt^ auajjSss in the new business; howevelr, an 



-fitted aspirants to 'eliminate small 
Individuals in the latter group then 
and possibly more promising, career 

. ' V :.v v v : .- ' t Financial Planning 

m^M-^' : - ■ . v.— — — . 





' • W iideil t i fi'ed and evaluated. Some small business ; owners making a mid^career' 0 
' ; vfi. ^hi^ngf ?Ha ve a tendency t6*devote all of their savings to launching ihe new 
■^'^iitiess* .Consequently/ little money is available for unforeseen- emergen- 
; ; ;v cij^fi or for operating the business. t^C, \ - 

; :-r Another comoion error among second careerists is putting too much^|money 
'. . -.i^tib fixed assets. ., Some falsely believe that a better impression. is given 
' . ■••atid more security's created , by spending money on "brick and mortar. " The 
i^|i nances spent on capital items and the physical appearance of a business 
^ - Vjifiay give the new entrepreneur a positive feeing in dealing with relatives, 
friends, and previous business associates. Hence, a superficial justifica- 
; ! Vtion is provided for a major — and frequently rislc-laden — career change. 

f' h iU f ' ' ■ ■ '■ • ' . • ' ' • • • .? '• : • ; /. • v v '." ■• 

r ::^.. : - ' ..V- v. • 178 ■ : ■• \ - " \" 

. m:- ' . - w - : • i89i •• ■• • 
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: The income earned bj^M BE^L^g 'spouse of ten gives the second careerists 
; ;V a dependable source of : re™nue during^ he difficult . early stages of a new 
k business. This opportunity^ Jias enabled many to be mor^ -daring than would 
:: :^/qtheX!W±BB^ : f^ M Ae case in making a career: change. ! However, the second iii- 
; come should be used with cautioq. ■> :f \ Sometimes the small business owners can 
become too dependent on this spouse f s income as a source of/ operating rev^ 
enue f . y Aa y£ \result, the lojss of this* income due to economic downturn or a 
famil^r^ait^d reason (sudii as childbearing, sickness, - or divorce) may 
z^roye rca tastrophlc to the new owner. ^ A second income in the family can ex- 
pedite, a- new career in a small business, but it should not be viewed as a 
guarantee of success. 

Develpirig Proper Contacts i ' 

A person planning or even thinking about a second careeij should take 
v time to develop potentially useful contacts. It is never too late to form 
an effective business or social relaticmship with such key professionals as ' 
bankers, lawyers, accountants, insurance agents, contractors, business bro- 
kers, -venture capitalists, marketers, business consultants, government rep- 
resentatives, and business prof essors . An txau^ai&fr- of ? one 1 s own back- 
ground and experience wiJLl determine the tynes and f depth of relationships 
* / • fhat should be nourished. v A-- : V v;.;£v r V i ; 



■r 



'• '//^:Mo.6 

not sina' 



: ^ . ; 4 word of caution isT i n ^ accept, with the proverbial 

£rain Vof salt , advice p^ered^^ and' friends who may mean, well 

but,>l4ck the type, of exp^ttiV^ of this type is 

/usually free and nearly always' readily available, it can be misleading and 

^: r± ^7i Admittedly, /it be hard to turn down auctf/ advice,/ for it 

ficM^M^ly^cgi^s from one f s closest associates. •' .V 

ft •• r *; Moonlighting Can Brighten .the Picture ,,/ T ; 

g^ting^is some time s : a. desirable means determining whether or 
l^sine'sis ownership iis'f a viable career alternative/ Moonlighting 
is be^coming' a very caramon activity in our society. The SBA reports that 
staj^p. and eypanslb^ lqans ,to sideliners increased by 27 percent ln ; a re- 

' ' cent" "three-y^- • ™ J *-' J • jj - ~ - - - - - ~ - •**"'"• a -" - - 

Research 
of thfy 

vice. A third source concludes 'thli't one-third of_air ^ftge an<t**salaiy 
workers who moonlight are sielf-employed on their seco^^jpbsf;^ 

Starting but part-time has numerous benefits, 

o Learning about oneself .. 

o Seein^ji^ family members can adjust. 

o Avoi^nj^j a drastic and suddeti . loss of income from the first 
care^jrsr;'-' . ■ \,. ■ .. 

. ^ . o Makinjg additional income from sideline a business. 
' o Developing" valuable contacts for future full-time relations. 
\o Learning and practicing sound managerial principles. 
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It should be emphasized,., however, , t h^ t veveii a sideline business can be 
.risky. According to a district director- of- the Small Business Administra- 
tion, although only a small percentage of sideline businesses may actually 
f^il^ outright about a third fold within a year for one reason or anqth- 
,et. • - Nevertheless, - a part-time small ' business is a sound and compara- 
tively safe means of pre-testing a midlife career decision. " 



Leave of Absence 



Socle ty — including the;- big business — is becoming more receptive to 
C*ie Idea of Individuals taking temporary leay^es o^abfiences or sabbaticals. 
By this means, some people can attempt a small business on a full-time ba- 
.8 is without severing previous occupational' ties completely. Although many 
organizations insist upon prospective second careerists making a clean 
break/ and .will not grant a leave for this purpose, it is still a worth- 
while ppssiblity Tto explore in. seeking ^cr lessen the risk of making a b$ 
occupational decision. ' W , . . < - 



•> Acqtij^hg Essential Experience 

Before changing careers'? iKo' tafting any type of business, it is ex- 
tremely helpful to have s ome " fp tio£^^er ience — preferably managerial — 



ining prior work experience, a prp- » 
r e ^1 ly*~pp p or t uni ties and prQblems^ 
ftaCTB*' with future customers, stipr T &: 
"associations.; This experience mayf 
r£ftime basis. .Often with a large^ 



in thj|. field "one plans to 
spective owner is able to 
within an industry arid ma! 
pliers,* managers, j;co.mpeti 
be acquired on either a k 
comjpiany this is e s peoia li : 
de vei (imSmSim^ixk. 





jbhejf%pmpany' has a good management 



Atelitf^ may seem Vbbvious, many people cd 



into;-; 
The 



r are -totally unrelated l^j^tieir backgrounds^!: 



^, . ^ „....,....-.., ^ . vious hobbite^ or interests;- & 

Needless©^ is particularly great i^:such cases. ;■■ ^ 

' • : Planning ; ' V. . 

Implicit in t^.^pevious discussion is the idea .that a person who is 

contemplating a |^|^|fe(change to self-employment' _rmht carefully anticipate 
and plan for alj|||g^^e ramifications. ; Prior planning, <and investigation 



should take into;^ /type of business, financing* flpca- 

tion, market targe,^^ competitive prof ile, forecasted revenues,^ exp*ndi- 
turesy and so ~ont decisions on these important matters cannot ,Tfce; made 
overnight. ^Regrettably, \*ihsuf f iciehtv-planning' dooms - many small businesses 
to failure Sffimost f rom ..the 'beginning. 



.V ' 



Conclusions and Challenges 



, ^te -surges t ions made in this article are intended to provide a*f rame 
work for making new career decisions, thus increasing the chances, for a 



successful ]>cBteer;^tran8itiph.;i: Many of these suggestions are interrelated; 
all are possible devices for minimizing anxieties arid uncertainties while 
investigating occupa^i^bjial opportunities in small business management. 

As mentioned, /j^xeer^ changes are bee bming an increasingly common aspect 
of professional life in this country* A responsibility , therefore, falls 
on various economic segments • — government, education, and business. — ia. 
provide constructive programs that will assist career-change decisions. . 
- •'• ( / /.•.•'•'•' ■ ' v. ":'"C: •' -A .'' ' '*"/'- ■ " - '. 

In education, for" e million'lidults (25 years and 

oyer) are presently involved in some kind of higher education at colleges, 
universities, or other post-secondary schools. By the early 1980 f s, ac- 
cording to Census BureaiL estimates, adults could form* 40 percent of the to- 



tal* college enrollment. 



10 



A recent Wall 'Street Journal' articles states 



that 40 million Americans are now going throujgh career transitions and are . 
prime targets for higher education. College courses and continuing edu- 
cation programs in small business management are already popular among 
adult students. HoWever, ip these courses increased attention must be 
gi ven to midrcareer change as it relates to entrepreneursljii).| • Als o, educar ^ 
tors in business need to better understand adult learning p^^tns and tfe 
adjust their |^aching: methods and curricula accordingly. ' 



ft* 



Industry also can facilitate new career transition. Big business 'is 
cu^r.ently^sppnciing inc r ea s i ng ^a|jQ(u n t Q* f or ; ,erap loy ee s 1 pe^s;:6nal and ^ work- 
related concerns. Through varldusl company *E r ^B r *J?5ii — " counseling, -sabbati- 
cals, leaves of absences^ str^ctu't^icl physical efeccise pro- 
grams, and executive 4e i^|top men t p r o g ra$£ the e i&pl oy e e s a r e ge t tin g some 
assistance in career p^&'gT Somev b| ^t^is assistance should be channeled 
into t^e/area of entr^^TOurship; for second careerists. Such ai<fc f> & nojt 
^ without^ Jienefi ts to lar 
often becomes a valued 1 



^conroani§s^ ! - • a previous employee 1 s small business 
i&tomeS> suf° 



ppiier, or sub-contractor of the large^.^v 
. employer. Thus', 1 a succetesf ul^ small^: 
business may aid the former v e'mpl6y^f :: : : 'Van4''socWty in^enerlfl. 



The federal, govern^^ en- 
.-y; titled, Small Business # jand the (^al™?^ Am^rvnan ir.-r fp Kv ^o Qo1p/>V finm-^ : $\> 



^mitee. on Small Business > femphasiz ed ';^h^ benef 1 1 s of small businesses - feo , 



American Life by the Select Coin- 




Doth the owners attd "the free enterpri^^ 

is demonstrated by the 1980 -White VHqu^^^ Pur- # 

SUan t to t hi S interest - , An H -f tT ' ren obn ¥W^ 'rtn.^ : W£? ^ho t-iirt^feiff Airf'si^iS;: *•" e*ar» rk-n j— 

career entrepreneurship, 
small business area shou 

George Elliot wrote: '"It. is 'neVBr^^)^ late to be what yoiJ migh^Sha^^^ 
been.. 1 - ^jj^e words can serve as an impels for" those considering a'&a^ 
career cha^g^ : to self-employment. Such a transition can be a n crik£Q^f^fT0 y £^ 
an opportunity 1 for self-fulfillment. With proper direction and counselinjg,^' 
people -.can take ^cEtiarge of I their own lives and make their new careers a 
wholly satisfying experience. 
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